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PUBLISHER’S NOTE 


Today while we are in the throes of an economic revo¬ 
lution and the nation’s vital efforts are directed to Iniiiding 
up a ‘Welfare State’ on a Socialist Pattern, it hecomes 
imperative that peojilo here and also outside should know 
what is happening around us in this context both in the 
spheres of theory and practice. 

We are glad that Shri Sunil Guha, Editor of A. T. C. 0. 
Economic KeVIEW, undertook to explain the new trends 
and tendencies in the economic renaissance that lias been 
going on in our country in recent times. In view rf the 
shaping of this renaissance by the Congress Government, Shri 
Sunil Guha as Editor of the ollicial rrgan of the Congress 
organisation has the necessary competence to deal with the 
subject in an authoritative manner. He. however, brings a 
detached and objective outlook to l>ear on the subject which 
invests the book with additional value. 

Planning fer economic development of an uiider-develoiied 
nation like ours in a democratic set-up, has evoked criticism, 
both adverse and favourable, from a variety of sections of 
people. The present book seeks to cover many of these 
criticisms. 



PREFACE 


The “Welfare State** is thought of in India not merely as 
a terse expression of the social conscience of moderji times. 
For India’s four hundred millions it means much more ; it 
embodies their urges and aspirations. India's low state of 
economic development and the ])Oor standard of living of the 
majority of her people does not jxirmit her to differentiate 
‘welfare’ from the i)rovision of emidoyment and higher incomes. 
Since Indejxmdence, she has, therefore, been engaged iji achiev¬ 
ing what modern growth economists call the ‘break-through’ 
from economic stagnation and, simultaneously, providing welfare 
services to large socitions of her wmrking poimlation such as 
only a handful of advanced countries in the West can boast 
of. This is not an easy task in view of the basic realities of 
the Indian context, if not also because of the instrument we 
have consciously chosen to put our development projects 
through, namely, democratic planning. 

How' lias India fared so far in this grand and exciting task 
of building up a ‘Welfare State’ ? What are her successes ? 
What are the rebuffs she has encountered during the past 
nine years of i)lanning and what are the lessons she has learnt ? 
W^hero does she stand on the eve of the Third Five-Year 
Plan ? Does the underbdng philosophy of Indian Plans provides 
sufficient motivation for economic development ? Tliese and 
many other questions relevant to the Indian economic scene 
have been posed in this book and sought to be answered with 
an oi)en mind. I hoi)e the seventeen chapters of the book 
cover almost all the vital asiiects of Lidian economics. My 
humble effort would bo amply rewarded if this book broadly 
meets with the requirements of all those, here and abroad, 
interested in an objective account of Indian economic develop¬ 
ment. A volume like this is apt to have its weak spots. 1 
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shall» therefore, be most happy to receive comments and 
constructive suggestions for effecting improvements in future 
editions of the book. 

I am deeply indebted to my publisher, Shri K. L. Mukho- 
padhyay, but for whose constant, encouragement this book 
would perliapB never have been written. I am also grateful 
to niy colleague, Shri Sailen Ghosli, who looked through the 
various chapters and made many heli>ful suggestions and offered 
constructive criticism ; to my young friend, Sliri Ashok 
Choudhuri, who furnished me with the entire material for the 
chapter on “India and the Bretton Woods Organisations” and 
also w’ont through some of the chaiiters ; to my senior colleague, 
Shri M. V. Eainana Bao, wliose sober advice that “writing a 
book apart from being exciting and delightful, is serious 
business” supplied me with much inspiration and also caution; 
and finally, to my Avifo, Meena, whose devoted attention and 
care enaliled me to concentrate on the hook during the later 
half of 1959. 


New Delhi, 

15th August, 1960 


S. G. 



CHAPTER I 

INTRODUCTION 

The raodern movement for Vcclistrihution of income*, ‘fuller 
employment* and greater ‘social welfare* owes its origin to the 
theoretical frameworks of Marshall, Pigou, Keynes, William 
Beveridge, Bergson and other recent economists. By and 
largo, the protest against gross or socially unjustified 
inequalities led Marshall develop his famous concept of ‘consumer 
surplus’—the first theoretical tool of welfare economics. This 
concept expounded in Oliapter XIII of his PrhiciijJes proved 
extremely useful in explaining the need for a lessor inequality 
of wealth from the consumers’ standpoint. With a more equi¬ 
table distrihutiou of wealth, the economic satisfaction of the 
community would bo promoted and consequently there would 
he less social tension and a progressive improvement of the 
community's living standard. This analysis confirmed the 
necessity for progressive taxation and stressed the utilities of 
social insurance schemes for improving the physical and 
mental equipment of wage-earners. 

Prof. Pigou, though inspired by Marshall, was much more 
concerned with the cost-output side of the picture. His subtle 
analysis validating a possible divergence between the marginal 
social cost and the marginal private cost of production 
completed the preliminary groundwork for welfare economics. 
To sum up Prof. Pigou’s argument, the owner of a plant 
or a firm is concerned only with its operational cost which 
ho will have to incur when the said plant or firm goes into 
production. This is so because the marginal operational cost 
of production of the scheduled amount of output is relevant 
for his personal gain. But as production ensues, an unrecorded 
cost element emerges which does not enter private cost but 
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impinges on the society. This is the social net cost of 
pro(^uction which is relevant in so far as social gain or loss 
is concerned. For example, the expansion of a given plant 
in a congested area necessitates extra expenses by the public 
corporation to maintain the sanitary conditions of the area. 
This clement of cost does not actually enter the cost items 
of the private enterprises, but is thrown back on the society. 
Moreover, social cost of production involves both the present 
cost and the future cost of production. The coal miners, for 
example, might be propelled by their profit-motive to use up 
the resources of good coal. Consequently, the future genera¬ 
tions would be deprived of the supply of good coal. This 
involves an economic loss in the real sense of the term. The 
society, if it intends to progress, must look after its present 
as well as future welfare. Any discount on the future social 
advantages will necessarily be a hindrance to material well¬ 
being and prosperity. Any sound economic policy which 
pays equal regard for the present as well as for the future 
cannot allow reckless competition to continue ; for it is found 
from empirical observation that individual entrepreneurs often 
discount future social advantages for the sake of present 
satisfaction. State interference was therefore justified by Prof. 
Pigou wherever the value of the marginal social net product 
would not be the same as the value of the marginal private 
net product. The aim of the Public Authority, he said, would 
be to bridge the gulf between those two elements through 
proper fiscal measures. Progressive taxation, regulation of 
monopoly prices, control of public utility services were some 
of the measures suggested by Prof. Pigou. 

The Great Depression (1929-32) which engulfed the entire 
capitalist world brought to bold relief the central dilemma of 
capitalist economics—the inherent instability of investment 
and employment resulting in recurrent crises. There was 
wide-spread unemployment and incomes fell. The Neo¬ 
classical economics of Walras, Marshall and Pigou could not 
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prescribe the proper remedy since its technique of aggregative 
analysis was yet to be perfected for the purpose of sound 
•diagnosis. Its framework was essentially static and some of 
its basic assumptions such as the belief in the constant state 
of expectation, and in full employment capacity of the capitalist 
economy, did not necessarily correspond to reality. Practical 
experiences revealed that the excessive reliance on the rate 
of interest for equating savings and investment at the full 
employment level was misplaced. Nor could lowering of 
money-wages provide sufficient incentive for expanding the 
volume of employment. Thus classical economics received its 
greatest rebuff in the thirties and a new theoretical model 
was urgently needed to interpret the actual situation and to 
influence fiscal policies of the nations. 

About the same time, political philosophers and reformers 
like Prof. Harold Laski, Prof. Shepherd, Sydney and Beatrice 
Webb started popularising the notion of 'economic democracy’ 
and the concept of the 'Welfare state’. They maintained that 
the State as a political organisation was entrusted with the 
moral obligation to create full employment and a maximum 
standard of living for every individual without which democracy 
lost its meaning. However, the realistic approach to the 
‘Welfare State’ could not develop until the publication of 
Lord Keynes’ magnum opus ‘*Genoral Theory of Employment, 
Interest and Money”. 

The Book marks a new phase in the development of 
economic thought, Keynes was able to demonstrate that 
the neo-classicists, by their unthinking acceptance of Say’s 
Law, were in effect asserting the impossibility of what was 
actually happening. Prom this starting point he was able to 
go on to a penetrating analysis of the capitalist economy which 
shows that depression and unemployment are the norms to which 
that economy tends, and which explodes once and for all the 
myth of a harmony between private and public interests 
which was the cornerstone of the nineteenth century liberalism. 
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Koynes aptly demonstrated the necessity of studying the 
economy in all its inter-relationship ; for, the factors such as 
consumption, saving, investment, liquidity preference etc., bear 
functional relationship with each other. So any attempt 
to isolate a factor from other factors might lead to faulty 
conclusions, since in that case, our analysis of the given 
situation might lack comprehension. Keynes sought to explain 
the economic phenomena with the help of four schedules, 
namely the schedule of the marginal oHiciency of capital (which 
establishes the relation between prospective yields of capital 
and its current supply price), the schedule of the rate of 
interest (which depends on the banking policy and the heha 
viour of the community towards liquidity of money), the 
schedule of the marginal propensity to consume (which is 
expressed as a ratio of the community’s additional income to 
its expenditure on consumption out of that income) and lastly^ 
the schedule of the liquidity preference, Keynes* analysis was 
aggregative and aimed at bridging the gulf between monetary 
theory and the theory of value. ^ 

According to the General Theory, a chronic lack of 
effective demand, which characterised the capitalist system,^ 
was responsible for the prevalence of involuntary unemploy¬ 
ment. The free market mechanism, as visualised by Say's 
Law, could not enable an unrestrained economy to develop 
that amount of effective demand which w^ould bo just sufficient 
to maintain full employment. Particulary, in highly indus¬ 
trialised mature economies, where the marginal propensity to 
consume is very low and investment outlets are limited, tho 
economy can hardly expand on its own initiative towards the 
full employment equilibrium. Under-full employment equilibria 

1. Some of tho measures suggested by Keynes were incorporated in 
President Boosovolt’s ‘New Deal’ programme, in tho unemployment, 
budget under tho Constitution of French Bopublio and some of 
*white papers* on unemployment in Australia and Canada, 
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are but quite common in tho practical world for reasons 
inherent in the capitalist society. Tho cyclical fluctuations in 
output, employment and investment, commonly hnown ns the 
trade cycles, were sought to be explained by the discrepancy 
between the propensity to save out of a given level of national 
income and tho propensity to invest at that level of national 
income. But tho actual value of aggregative savings and the 
actual value of aggregative investments arc made equal at each 
level of employment by tho national income. This is due to 
the bilateral nature of transactions in our market economy 
where total sales must always equal total purchases, although 
the motives for buying and selling differ from each other. 
Thus, it is national income, and not the rate of interest, 
which is the real balancing mechanism in our economy. 

The rate of interest, according to Keynes, is the link 
between tho present and the future and it expresses the 
degree of our liquidity preference. Interest, in his words, is 
the reward for parting with liquidity, and it is the rate of 
this reward which governs the investors* decisions regarding 
the holding of the different types of assets. The most 
significant point of Keynes’ analysis lies in the categorical 
statement that even if tho rate of interest is maintained 
indefinitely at a very low level, investment motives may not 
always be stimulated upto that level which is consistent with 
full employment. It therefore follows that tho gap between 
full employment and under-full employment must be filled up 
by increased consumption or, alternative! 3 % by increased 
investment. Since private investment or consumption cannot 
be relied upon to do so, the State must undertake positive 
measures to ensure full employment.^ 

1. ‘The General Theory* advocated some measures for economic 
stabilisation and to combat depression and rising unemployment even 
though there is no specification about the problems of underdeveloped 
economies, A. K. Das Gupta, Keynesian Economics —A Symjjosiumt 
Delhi, 1961, p. 160, 
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Side by side, the canons of public finance have changed. 
Deficit spending is no more looked upon as an evil in itself* 
So long as deficit spending (financed out of created money or 
by borrowing) is accompanied by a corresponding rise in 
national output and employment, inflation will not break out,, 
and the flow of real goods and services will boar a proper* 
tionate relationship witli the flow of purchasing power. By 
how much income and employment will rise due to the 
initial expenditure will invariably depend upon the intensity 
of response by the industries to the new conditions of 
demand and the physical conditions of supply. The problem 
lies in correctly estimating the exact amount of public 
expenditure which will just ensure full employment. 

Pull employment might be reached by innumerable means. 
"Digging holes and filling them up” might take many shapes. 
Wasteful war expenditures, for instance, might ensure full 
employment. It could also be attained at the cost of 
advantages of international trade by putting the entire burden 
of protection and exchange control on the consumers. Such 
policies have got the inherent tendency to discount future 
social advantages for the sake of maintaining employment in 
the present. 

Pure economics seeks to determine the least-cost means to 
attain the goal. Welfare economics, on the other hand,, 
attempts to find out the least undesirable means to achieve 
the end. Unlike pure economics, welfare economics is not 
concerned with the aggregate amount of consumption and 
investment as such, but it deals with the aggregate amount 
of socially desirable consumption and investment. The drastic 
curtailment of tax-rates on income and consumption, for 
example, might be justified for its favourable effect on employ¬ 
ment and output; but such measures might still lack support 
from the point of view of welfare. For, if private consumption 
gets misdirected, investments having low social values might 
be stimulated whereas investments deserving social priority 
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might he left unaccounted for. This line of argument 
differentiates between what is necessary and desirable, and 
what is unnecessary and undesirable. 

The consumption principle and the indifTorence curve 
technique of the New Welfare School under the leadership 
of Dr. J, B. Hicks, and the Social Welfare Function of 
Professors Bergson and Samuelson who defined Social Welfare 
Function as a function of welfare of each member of the 
community or a function of the quantities of products 
consumed and services rendered by each member of the 
community—all aim at policy recommendations which are 
essentially normative, though on dilEferent grounds. Professor 
Kenneth J. Arrow has shown us the way to formulate a 
policy for passing from a set of scales of individual preferences 
to a scale of communal preferences which should be a guiding 
principle for any planned development^. 

The approach to the problem of employment from the 
point of view of welfare economics has been well illustrated 
in “Full Employment in a Free Society** by Lord William 
Beveridge. Lord Beveridge*s definition of full employment, 
which presupposes “more vacant }obs than unemployed 
persons’*, has certainly an ethical connotation. The necessary 
pre-requisite is, that the labour market must be a sellers* 
market and not a buyers’ one. The definition stands on the 
ethical or political concept, that society exists for the 
individual and is obliged to maintain an atmosphere in which 
every individual may find the best possible opportunity to 
develop his potentialities. “For men to have value and a 
sense of value, there must always be useful things waiting to 
bo done, with money to pay for doing them. Jobs, rather than 
men, should wait.” On an ethical plane, this definition of 
full employment is perhaps the most desirable one ; but from 

1. Kenneth J. Arrow, Social Choice and Individuxl Valnest Cowles 
OoxnxnisBion for Research in Rconomics, Monograph No. 12, 1951. 
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the standpoint of pnre economics, the attempt to divert labour 
from a buyers* market to a sellers* market might be 
objected to on the ground of its heavy cost to the present 
generation. 

Lord Beveridge*s suggestion implies a long-term programme 
of planned outlay directed by social priorities and is designed 
to give stability and expansion to the economic system. The 
total man-power of the community should be taken as the 
given datum and total outlay should be planned deliberately 
to absorb the given man-power. A National Investment Board 
should be organised to plan public works and State enterprises 
according to their relative cost and social priorities. The 
programme envisages a now type of budget which may be 
classified into (a) capital budget and (b) current budget. 
According to Lord Beveridge, it is desirable that current 
expenditure should bo financed out of current revenue, 
although capital expenditure may be financed by borrowing 
or deficit spending. It is bettor, he says, to provide the means 
for outlay by taxing rather than borrowing. The preference 
for taxation is the result of his dislike for the growth of a 
rentier class. Consumption stimulation via lowering of taxes 
on income is not favoured bocauso of an apprehension of 
misdirected private consumption. The three routes to ‘full 
employment* according to Lord Beveridge are (i) maintenance 
of adequate total outlay ; (ii) controlled mobility of labour ; 
and (iii) controlled location of industr 5 \ 

An essential pre-requisito of ‘full employment’ is a proper 
relation between existing equipment and available labour or a 
technical complementarity between labour and capital which 
constitutes the “investment potential” of the economy, is 
necessary. The second condition of full employment is that 
the structure of capital resources should not only be matched 
with the nature and the technical efiiciency of available 
labour, but the aggregate volume of capital equipment must 
also be adequate to employ available manpower and to 
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tnaiDtain, at the same time, reserve capacities for the different 
key industries. 

In most under-developed countries, the maximum capacity 
of equipment is inadequate to absorb the total volume of 
unemployed labour and, therefore, even if full employment is 
achieved in the orf^aniaod industrial sector (as a result of full 
utilisation of existin'? industrial capacity), it would not touch 
even the fringe of our unemployment problem. This is so 
because ‘disguised unemployment* (wasteful employmont of 
labour in the farm sector which docs net add to farm 
output), which has become a chronic feature of our economy, 
is tho result of a lack of capital equipment and other 
complementary resources. 

While the Governments in most under-developed countries 
are taking steps to improve labour productivity and promote 
mobility of labour through diffusion of technical knowledge, 
stimulation of enterprising spirit, etc., trade union and other 
voluntary organisations should also take positive measures. 
Labour itself has, however, to change its outlook and it must 
not mind moving to distant places whoa offered opportunities 
for employment. 

Then there is the question of reserve capacities. If 
reserve capacities are non-existent or insufficient in the key 
industries, tho attempt to reconstruct tho economy for 
securing full employment in the short run may easily lead to 
inflationary tendencies by the emergonoe of sectional bottlenecks. 
Diffusion of planned expenditure in the economy is bound to 
result in an increase of demand for tho products of different 
industries—the magnitude of tho additional demand being 
dependent on the ‘‘acceleration*’ principle operating in the 
economy. In order, therefore, that lack of supply may not 
result in inflation, it is necessary to expand the installed 
capacity of industry or at any rate to maintain reserve 
capacities. A healthy economic progress presupposes the 
expansion of the production of capital goods, including 
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machine tools, fuols, semi-finished products used as raw 
materials by the strategic industries as well as the dovolop- 
iTient of consumer goods industries. Because of misdirection 
of resources, there may bo a super-abundance of goods not in 
demand and relative scarcity of goods for which demands are 
high. Under such circumstances, it is desirable that the 
State should regulate, if not directly control, the production 
plan of the important private industries. The failures of 
private sector in this country as elsewhere are particularly 
striking in respect of maintenance of quality, introduction of 
modern methods of mass production and business techniques^ 
This is why even in the advanced countries of the West 
monopolistic practices are severely restricted today and the 
interests of the working class and the consumers are safe* 
guarded through appropriate fiscal and monetary policies and 
social security measures. It is only natural, therefore, that- 
in an under-developed economy in which capital is scarce, its 
utilisation, whether by the private sector or the public sector^ 
should be subject to scrutiny and strict vigil. 

It would be plausible to discuss at this stage why a 
Welfare State, even in the context of an under-developed 
economy, is far more desirable than unrestrained free 
enterprise. 

It has been argued that all that a Welfare State seeks to 
do is to take money out of people’s pockets to put it straight 
hack again ; that in a 'Welfare State’ State action inhibits 
voluntary action ; that in it, the responsible subsidize the 
irresponsible ; and finally, that it inevitably leads to inflation 
as a result of the excessive taxation it makes incumbent. 

On close examination, however, these criticisms hardly 
stand. For, the beneficiaries of Welfare State expenditures, 
at any moment of time, are individuals different from the 
contributors ; the sick, the injured, the unemployed, the aged 
the children and the economically weaker sections, none 
of whom is capable of making significant contributions. 
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Therefore, in a Welfare Sfcafce, «a fair redistribution of income 
does take place. Secondly, in every society—prosperous or 
backward—there exists a stratum consisting of the economically 
weak whose voluntary efforts for irnprovini; their lot need to 
be supplemented by positive state action. In a few individual 
cases, state action may indeed inhibit voluntary action and 
initiative ; but viewed in a national and over-all perspective, 
such state action docs prove beneficial to the proper sections 
and serves as a stimulus for more vigorous individual effort. 
The Community Development Pro£;ramme in our own country is 
an instance. And finally, while inflation may result from 
heavy public expenditure intended to create social overheads 
and amenities, it is far from true to say that only a Welfare 
State is exposed to the threats of inflation. 

By and lai’ge, a Welfare State is much more desirable 
than one in which capital formation takes place without 
regard to its consequence to the disadvantaged groups within 
the nation ; where there are no restrictions on hours of work, 
no legislation for minimum wages : no social assistance and 
social insurance provisions and where the social conscience 
on the questions of unemployment and slums is not keen 
enough to prevent their emergence. 

These are precisely the reasons why India, like so many 
other countries, has chosen and accepted the ideal of a. 
Welfare State. To talk in India of the virtues of capitalism, 
classical or modern, is to make little or no contact with the 
realities of Indian economic life. For meeting our distinctive 
problems, we have laid more emphasis on nation-wide 
planning, relied more on public development of basic facilities, 
have assigned an important role to the private sector but 
have subjected it to strategic coutroP ; adopted comprehensive 

1. John Kenneth Galbraith ( Rival Economic Theories in India, 
Foreign Affairs^ July 11)58, pp. 58"96) observes that the Indian economy 
is subject to the minimum guidance and control by the State and the 
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social security measures and resorted to redistributive tax 
measures. Planninsj in India has been directed to achieve 
three broad objectives : 

(i) to limit the acquisitive factor in society ; 

(ii) to raise th(5 national income progressively through 
removal of the many barriers to growth ; and 

(iii) to enlarge tlie social welfare services. 

In stud 3 '’ing economic development in India, one is 
impressed with certain basic realities which necessarily heavily 
influence the planning for such development. A high rate of 
growth of population, concentration of a high percentage of 
national population in low productivity activities, notably 
agriculture, a high incidence of unemployment and under¬ 
employment, low domestic savings and slow growth of capital 
equipment and marked inequality of incomes are some of 
these realities which planning in this country must take 
cognisance of. It is not that India suffers from an absolute 
lack of resources—they have been there running to waste in 
concealed unemployment, individual extravagance and faulty 
techniques. The economic motive w^hich ought to set 
entrepreneurs to combining resources, improving techniques 
and generally turning themselves into catalysts of economic 
potential has also been generally of a kind which is detri¬ 
mental to the co-operative and persuasive elements of 
enterprise. The essence of tho “break-through" or the “take¬ 
off**^ in an underdeveloped country is the requisite change in 


Indian Fivo-Ycar Plans havo tlioir kinship not so much with the Gnsplan 
as with a Woatorn capital budget that has been spread out to provide for 
industrial cai)ital formation. 11c stresses that neither the Marxist-Lcninist 
doctrine and current Soviet and Chinese experience, nor tho sophisticated 
economic theory of the West can bo applied to the Indian scone without 
modification and adaptation. 

1. Prof. W. W. Ilostow defines the 'take-ofi' stage as that short-stage 
of concentrated development covering two or three decades when the 
economy and tho society as a whole transforms themselves gradually so 
as to reach a stage of more or loss automatic growth. Development now 
becomes no longer an induced process but something which is generated 
from within. 



INTRODUCTION 


13 


the psychology of the potential dovoloper. Indian economic 
development is, therefore, not only a problem of resources 
development but also one of providing correct and sufficient 
motivation. Economic growth not only depends on capital 
formation but also on optimum economic organisation, equity 
in income distribution and institutional and attitvidinal 
changes. 

It may be pointed out that there is really no basic 
contradiction between capital formation and egalitarianism. 
A process of economic development never takes place without 
being sustained by the energy of a faith, and whilo in some 
countries the necessary energy has been derived from the 
desire for national power, loading ultimately to militarism, 
imperialism, etc., the ogalibarian ideal offers in our time the 
only democratic alternative capable of enthusing the people. 
When we talk of limiting the acquisitive factor in society, 
wo have in mind Keynes's attack on the euthansia of rentiers. 
Indeed a Welfare State is inconcoivablo without tho elimination 
of vested interests in tho various sectors of the economy, 
such as, landlords, moneylenders (notwithstanding tho services 
they have so far rendered to tho agricultural community), 
traders’", all of whom exploit the real tiller of the soil as 
well as the consumers. 

Finally, enacting laws to guarantee justice and security in 
economic life and translating them in action are not tho same 
tasks. In a politically stable country, one may, perhaps 


1. The large number of people employed in the trading cliaiu merely 
represents the substitution of labour for capital in an economy 
characterised by shortage of capital. Some writers (P. T. Bcucr, Went 
African Trade^ Cambridge University Press) contend that traders play a 
productive role in economies where a money sector is growing out of the 
subsistence sector and that had tliey boon really superfluous they would 
have been bypassed by tho consumers. It is also stressed that compotitiou 
among the intermediaries keeps down trading costs at a level lower thau 
would have been otherwise. 
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bridi^o smoothly tlio concept of welfare economics and Welfare 
State. But in an under-developed country, the growth of 
"Welfare State itsoAf and the hurdles put in its way in 
implementing welfare economics are quite different from that 
of the developed countries today or even when those countries 
were themselves underdeveloped. The imagination, resources 
and determination required to pilot the voyage of a Welfare 
State successfully depend on the orientation and training of 
the leaders and workers of the country. India is fortunate 
to have, at its helm of affairs, leaders of incomparable quality 
and gift. Their hold on the people as well as the economic 
<5lassc8, all of whom have to undergo attitudinal changes in 
giving content to the Welfare State, is tremendous. But 
India is still to build up a cadre of dedicated workers on 
whom would devolve the destiny of India to-morrow. 



CHAPTER II 
POPULATION GROWTH 

**B[ero is an extreme present clay example of man, ever 
increasin'? in numbers, ruining bimsoU and the earth on which 
and by which ho must live”, This is how Fairfield Osborn 
has described the nature and gravity of the Indian population 
problem in his book Our Plundered Planet, According to 
the Census Commissioner’s analysis, the limitation of food 
production will virtually set the limit of the population at 
450 millions and that would happen ten years from now. The 
Prime Minister, in his address to the Farmers’ Conference 
held in New Delhi in March 1958 said : “India was adding 
to her population of 37 crores at the rate of 50 lakhs every 
year and unless there was a check on this fantastic growth 
rate, she will never be prosperous.” The following table 
shows the growth of India’s population during 1901-51^ : 


Census 

Population in 

Increase or 
decrease over 

Percentage 

Increase 

Year 

million 

the previous 

or 

1901 

235'60 

Decade. 

••• 

decrease 
— 02 

1911 

24905 

13'55 

o'8 

1921 

248’18 

— 0‘87 

— 04 

1931 

275‘52 

2734 

no 

1941 

314'88 

39'36 

14'0 

1961 

336'83 

41’95 

13’5 


Prof. J.B.S. Haldane, the distinguished scientist, however, 
refuses to believe that India faces the prospects of a gloomy 
Malthusian situation. In the course of a speech at the Tata 
Institute of Social Science, in June 1959, ho averred that the 
problem could be solved if scientific methods were applied to 
the production of food. He felt the country had the resources 
to produce the food it required. Cne cannot summarily 
dismiss Prof. Haldane’s observation as a mere platitude, for, 

1. Excluding Jammu and Kashmir, the population of which was 
estimated in 1951 at 4.41 millions. 
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the possibilities of scientific methods in raising yields per 
acre, including those of the application of atomic energy in 
the irrigation of dry areas and the irradiation of crops as a 
result of mutations induced when crop plants are exposed to 
atomic radiation, are immense. Nevertheless, it is difficult to 
accept the view that there is no threat of over-population in 
India and the suflicient food can always bo found in future 
if the population goes on increasing at the present rate. 

High Growth Potential ; The link between agricultural 
development and population is particularly important in India 
for two reasons. For one thing, iho growth potential in 
India is high on two counts : the base population is large 
and a reduction of death rate without a corresponding decline 
in the birth rate is higlily probable. Mortality has primarily 
become a function of the application of medical science and 
can bo spectacularly reduced by measures of sanitary reforms, 
better transportation and distribution facilities. In fact there 
has already been a sharp fall in moitality rate due to various 
public health measures sponsored by the Government, but it 
has not been accompanied by what may be termed as the 
modern fertility rate.^ It would not be rasli to say that 

1. According to tlio U. N. Study FraviemrrJc for Future Fojnilalwn 
Fstimntes 19‘iO — lOSo hy World Jiegions, (Proceedings of the World 
Population Conference, Rome 3954, Vol. ITl) there are five types of 
population growth in tlio world : (1) high birth rates and high death 
rates, (2) high birth rates and declining ( though still rather high ) death 
rates, (3) high birth rates and already fairly low death rates, (4) 
declining birth rates and fairly low death rates, and (5) low or 
fluctuating birth rates and low death rates. India today is in the 
second phase of the demographic cycle. The wcll.known Indian 
Demographer, Mr. Ashish Bose, observes “the remedy to the Indian 
population problem seems to be in a new typo of demographic cycle which 
will effect the transition from the second to the third phase of the 
demographic cycle in as short a time during the industrialisation and 
and not after it, so that there will bo simultanoons fall in mortality and 
fertility (Population Puzzle in India, Published in Fcononiic Development 
and Cultural Change, Vol. Vll, No. 3 Part 1, April 1959, Chicago, U. S. A.) 
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India has the fertility rate of European countries in 1750 
while her mortality rate is almost the same as existed in the 
Western countries in the beginning of the 20th century. As 
against such a high growth potential we shall not ho able, 
in the foreseeable future, to import more than a small fraction 
of our total food requirements and thus must rely over¬ 
whelmingly on our own food production. 

The link between size of population and food production is 
emphasised equally by the economic fact that our population 
is predominantly agricultural. 

Consumption Levels : The problem is not just one of feed¬ 
ing the new-born at the existing levels of consumption because 
this level itself is very low. Our per capita calorie intake is 
a meagre 1590 and at least two-thirds of our people are 
under-nourished. We can see our position in the world when 
we realise that 22% of world population enjoys an intake of 
over 2700 calories per capita, 12% of the world an intake 
between 2200-2700 calories, and the remaining 66% gets on 
under 2300 calories. And we in India got even less than 1700 
and our nutrition is among the poorest in the world, 
quantitatively and qualitatively. The required increases in 
food supplies would thus have to be much higher than the 
targets we have fixed if optimum nutritional requirements have 
to be met. The following table shows the estimates of the 
quantities of gross food supplies, by major food groups, 
required to feed the population of India both at recent 
levels of consumption and at the improved target levels 
in 1970 : 


Country 

Year 

Oonsump 

Levels 

Cereals 

Starchy 

roots 

Pulses 

Sugar Fats 

(in 1000 tons) 

India 

1952/53 


64500 

4400 

14,690 

5020 

laio 


1970 

recent 

81900 

5680 

18,940 

6480 

1560 


1970 

target 

99800 

6680 

20,800 

G950 

2560 
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Country 

Year 

Oonsump 

Levels 

Meat 

Eggs 

Fish 

Milk 

India 

1952/53 

recent 

510 

50 

730 

19610 


1970 

recent 

CGO 

70 

940 

25400 


1970 

target 

1200 

140 

1590 

33780 


(Source : Economic Bulletin for Asia and Far East, 

Vol. 7, No. 1, United Nations) 

In terms of c.ilories and proteins (total and animal) 
available per capita per day at the retail level, the gross food 
supplies shown in the above table would be as follows 
in 1970 : 





Total 

Animal 

Country 

Period 

Calories 

Protein 
(Gramnu^s) 
(per capita 
per clay) 

Protein 

(Grammes) 

India 

1952/63 

1680 

44 

11 


1970 target 

2120 

no 

8 


In India a vast mass of subsistence and semi-subsistence 
food producers are compelled to concentrate on cheaper energy- 
rich foods like cereals and starch roots to obtain oven 
minimum calorie intakes. If the yields of rice and other 
cereals can be increosod more rapidly than population (which 
is expected to grow at the rate of 2 per cent in the rural area 
and 4.6% in the urban area during the Third Plan period) 
and now lands can also be brought into cultivation, some of 
the area under cereals could be released for other uses, thus 
enhancing the possibilities for agricultural diversification, 
including livestock development and thereby raising nutritional 
levels. It may be pointed out that even in some western 
European countries where density of population was very 
much like India's settled agriculture began with low crop 
yields, sometimes maintained only by shifting cultivation. As 
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populatiion increased and techniques improved, methods were 
found of increasing crop yields and maintaining fertility of 
soil, especially by crop rotations and animal manures. Fully 
intensive agriculture was developed by the integration of 
animal husbandry and the introduction of specialised crops. 
Therefore, what India needs today is a profound modification 
in the patterns and techniques of agriculture. This can be 
achieved only by the spread of knowledge of better seeds, 
fertilisers and implements, by the control of plant and animal 
disease, by oonsolidation of fragmentary holdings, by the 
provision of capital for expanding operations and especially by 
the creation of large urban markets through industrialisation 
and a reduction in the proportion of the population engaged 
in agriculture. All those, fortunately, have been attempted in 
some measure in this country and despite Prof. Haldane's 
scepticism, agricultural research has been going on steadily 
and showing remarkable results. 

Population Control : But it is not only by attacking 
the problem of low agricultural productivity and achieving 
moderate increases in food production that we can hope to solve 
the problems posed by the inordinate growth of population. Nor 
can industrialisation be a demographic solution in the sense 
that it can obviate the need for a deliberate and organised 
attempt to slow down the rate of growth of population. 
If population continues to grow, as it is apprehended it would, 
at the rate of 2% in the rural area and 4'6% in the urban 
area, the whole texture of India's economic and social 
dfOvelopment would be imperilled. Even five years back the 
rate of increase was not as high as it is today. How far 
this increase is to be credited to better methods of reporting 
mortality and how far to an actual increase ennsequent upon 
an improved health programme, is difficult to determine. In 
^ any case the increase is significant. The problem, therefore, 
^ is how to bring about a better and a more stable balance 
I between Abe fertility of the soil and the fertility of man ; 
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between human production and human reproduction. And 
such a balance can be brought about only through a two-foldl 
approach: By raising the production of our food and 
manufacture on the one hand, and by controlling population 
growth on the other so that standard of living can go up. 

Aspects of Population Policy : Well-known demographers 
have suggested that population planning in India should 
proceed on the following lines : 

(1) Practising of moral restraint or increased use of birth- 
control appliances in order to impose quantitative restrictions ; 

(2) Adoption of the programme of Eugenics, both positive 
and negative, to raise qualitative standard ; 

(3) Economic expansion for bettor utilisation of resources 
and manpower through fuller employment; 

(4) Bettor occupational distribution of population with a 
view to establishing a balanced economy ; 

(5) Begional distribution of population (in India nearly 
three-fifths of the population is crowded in l/5th of the area). 

The Planning Commission has recognised that family 
planning is a vital step in economic and social planning and 
a programme of family limitation must bo a social movement 
which would call for initiative on the part of individual 
families. The Commission has also made other recommenda¬ 
tions in respect of population control such as ; fl) Tho 
State should provide facilities for sterilisation or give advice 
on contraception on medical grounds; (2) Such help and 
advice should not bo withhold from others who seek and need 
it on social and economic grounds ; and (3) The state should 
extend financial aid and otherwise assist in the establishment 
of research and information centres organised for the following 
purposes : 

(a) Collection, study and dissemination of information 
based on scientifically tested expedients in our country 
and abroad in respect of family limitations ; and the 
countering of evil effects of incorrect information ; and 
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(b) Besearch necessary for the development of inexpensive, 
safe and efficacious methods of birth control suitable 
for all classes of people and methods of preparation of 
necessary appliances and materials based on raw 
materials available in the country. 

An admirable be^^inning in the direction of taking family 
planning to the people has already been made. Beginning 
with the rhythm method study (1952-54) there have been 
numerous studies in various parts of India—gevornmental, semi- 
governmental, and private, ranging all the way from a one- 
man survey of opinions to the highly elaborate team approach 
of the Ludhiana-Harvard study in the Punjab and J. K. 
Institute study in the U. P. There is undoubtedly a substan¬ 
tial awareness of the need for this service though the 
practical results obtained so far are not very encouraging, 
especially in rural areas. According to the Ludhiana-Harvard 
study, with all the elaborate and carefully thought out pre¬ 
paration and organisation, not over 10% of the suitable couples 
are actually using any method with consistoncy. Accor¬ 
ding to a pilot research study conducted by the J. K. Insti¬ 
tute of Sociology and Human Eolations, Lucknow University, 
though family planning is a felt need of the rural community, 
no suitable methods have yet been made available that may 
generally be accepted and easily adopted by women in the 
countryside. It is obvious that while there is in the intelli¬ 
gentsia and the middle classes an increasing awareness 
of the dangers of uncontrolled parenthood, the value of 
family planning as a moans to diffuse prosperity is yet to 
penetrate the rural areas. The concept of family planning is 
wholly foreign to the people in the rural areas, and to 
persuade them to accept methods which oitend their religious 
and moral susceptibilities must be an enormously difficult task. 
Scientific studies of the people’s attitude are needed both for 
sound decisions regarding the advisability of adopting policy 
of family planning, and for devising effective measures to 
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implement it once it has been adopted. It is also necessary 
to understand and respect the point of view of those who 
differ from the Government’s approach in respect of family 
planning. Their cooperation in propagating methods which 
they approve of can also be valuable in controlling birth rates. 
Finally, it is important to study the channels that may be 
used for the communication of ideas within the society, 
taking into account the extent of literacy, in order to make 
effective arrangements for large-scale dissemination of informa¬ 
tion regarding the possible advantages of family planning to 
married couples as well as to the national economy and for 
practical instruction in the use of specific methods. 

The J. K. Institute survey has revealed that there is a 
large gap in the acceptability of planned x)arenthood and its 
effective practice, The findings of the survey point to the 
necessity of making family planning advice and means 
available to the countryside in a sustained manner, as also 
of taking an increased rate of population growth as a 
parametre for economic planning. It is therefore necessary 
that family planning is made a cause of high and compre* 
hensive significance; the co-operation of voluntary non-official 
organisations are sought in making the movement a success ; 
simplest methods of birth control which do not require any 
specialised knowledge of human physiology is devised ; and 
the whole movement is kept in the framework of India’s 
own indigenous, enduring tradition. 



APPENDIX 

POPULATION STATISTICS" 

TABLE 1 

Percentage Share of Working Force and National Income 
in India^j lOoO-Ol, by occupation 


Population % of Net output ?4of total 
Occupations in total (in millions working 



millions 

oubpub 

of rupees) 

force. 

1. Agriculture, inclu¬ 





ding forestry and 
fishery 

103.64 

72.4 

48,900 

51.3 

2. Mining, manufact¬ 





uring, and hand 
trades 

15.27 

10.6 

15,800 

16.1 

3. Commerce, transport. 




17.7 

& communications 

11.05 

7.7 

16,900 

4. Services 

13.26 

9.3 

14,400 

16.1 

Total 

143.22 

100.0 

96,500'^ 

100.2+ 


*The figures relate to India inclusive of the State of Jammu and 
Kashmir. 

t This includes Bs« 200 million which represent the net earned income 
from abroad or 0.2 per cent of the total output. 


table n 

Decline in Cultivation Relative to Growth of Population* 



1921 

1951 

Percentage 


in 

in 

increase 


millions 

millions 

over 1921 

Population 

83.3 

117.9 

41.4 

Cultivated land (acres) 

92.7 

99.1 

7.0 

Irrigated area (acres) 

15.2 

16.9 

11.2 

Double-cropped area (acres) 

10.9 

12.5 

14.6 


*The population relates to the area for which good quality comparable 
agricultural statistics wore available. 

1. Economio Development and Cultural Change, Vol. Ill, No. 3 
Part I, April 1959 (U. S. A.) 



OHAPTEB III 

unemployment and under-employment 

In an underdeveloped economy both absorption of 
unemployed labour and higher productivity have to be made 
important elements in a plan of economic development. 
Adequate employment generation has, therefore, been one of 
the main objectives of both our First and Second Five-Year 
Plans. Problems of employment in India are, however, 
complex both in form and content. This complexity can be 
traced to a number of factors, such as the predominance of 
households as units of production, the rapid growth of 
population, the nature and pattern of employment in agricul¬ 
ture (still the main source of livelihood) and the developments 
of the last half-century or so affecting the institutional and 
technological basis of the economy. 

There are five aspects of the problem of unemployment in 
India ; (i) predominance of seasonal unemployment ; (ii) 

rapid increase in population ; (iii) absence of adequate subsi¬ 
diary occupation leading to increase in volume of under¬ 
employment ; (iv) technical backwardness in agriculture due 
to inadequacy af capital and general education ; and (v) large- 
scale unemployment among the educated, particularly those 
belonging to the middle class. 

Disguised Unemployment : The most serious kind of 
unemployment in advanced economies is due to the familiar 
Keynesian deficiency of effective demand. When Mrs. Joan 
Robinson coined that phrase, ‘disguised unemployment' she 
meant to denote the cyclical phenomenon of slump-induced 
conversion of high productivity labour to low productivity 
labour. In an industrial country a worker is either 
employed at the current rate of wage or unemployed with no 
income at all. Depressive forces, therefore, manifest them¬ 
selves in such countries in the form of falling employment. 

Such a phenomenon is also present in our country but 
the number of people affected by it are generally in the 
second degree of smalls. Unemployment in India as in 
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other under-developed countries is more secular than 
cyclical. Full employment in the sense it is used in highly 
industrialised western economies can be achieved in India by 
a fuller utilisation of our industrial capacity. But the 
industrial sector is so small in the totality of our economy 
that even full employment in this sector would not touch 
the fringe of our unemployment problem. Our basic problem 
is that of structural unemployment due to a lack of capital 
equipment and other industrial facilities. This, in fact, is the 
Marxian category of unemployment due to the observed 
tendency of population to outrun capital accumulation which 
characterised the development of early capitalism. As a 
result of the limited capacity of our Secondary and Tertiary 
sectors, an overwhelming proportion of our total population 
is statically attached to low-productivity occupations, notably 
agriculture. Their earnings are more in the nature of 
entrepreneurial profit incomes rather tlian wage incomes. 
Depressive forces manifest themselves in the form of falling 
incomes rather than falling employment and an increase in 
agricultural employment does not lead to increased output 
but is a mere spreading of the total volume of man-day work 
among a larger population. The total national income, 
therefore, remains at a low level. This is the crux of the 
problem in our country. This, in fact, is under-employment. 

The predominance of agriculture in t)je occupational 
pattern of India would be evident from the following table : 

( Percentages) 


Occupation 

U.K. 

1950 

U.S.A. 

1950 

Japan 

1950 

India 

1951 

Agriculture 

5*0 

12*5 

4r7 

7r9 

Industry 

431 

306 

17'3 

97 

Construction 

62 

6‘4 

40 

10 

Transports 

7’1 

77 

5'0 

1'5 

Trade 

141 

190 

11‘8 

5‘1 

Service 

23‘8 

23-8 

13‘2 

10’8 


1000 


100*0 


1000 


100*0 
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In tho thickly populated Asian countries, including India^ 
three types of under-employment are discernible : 

(1) Visible under-employment, dednod as the difference 
between tho actual amount of labour time worked by the 
labour force and the time it is capable of working, 

(2) Disguised under-employment deiined as the quantity 
of labour which could bo released from tho land by improving 
the organisation of work and the division of labour while 
maintaining a given level of output with no addition to 
capital outlay and without affecting the size of land-holding 
or the institutional framework. 

(3) Potential undcjr-omployment defined as tho amount of 
labour which might he released from tho land without 
reducing total output by more fundamental changes in the 
methods of cultivation, mechanisation, enlarging the size of 
land holdings, etc. 

A large part of urban unemployment in India is duo to a 
conversion of rural under-employment or disguised unemploy¬ 
ment into visible urban unemployment, Tho War-time 
exigencies gave birth to a spurt of industrial activity all over 
tho country ; and industries—most of them temporary—sprang 
up in the urban areas. High wage-differentials and in some 
cases famines in rural areas drew large numbers of rural 
workers to the urban areas. When the war ended and the 
temporary industries were liquidated, there was no return 
flow of this great army of working force. Then came the 
Partition with its exodus of displaced persons from East 
Bengal and the Punjab and the urban population swelled 
without a simultaneous increase of employment opportunities. 

Educated unemployment constitutes the most important 
segment of urban unemployment. This section is organised! 
and vocal. 

A precise quantitative measurement of the magnitude of 
the unemployed is indispensable in bringing together vacant 
jobs and unemployed men. Unfortunately, such a measurement 
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is rendered difficult by tbe presence of a large volume o! 
peripheral unemployment both in the rural and urban sectors. 
There are people who would constantly wander from one 
occupation to another and from one area to other thereby 
making assessment almost impossible. 

Employment Planning under tbe two Plans : When the 
First-Year Plan was prepared available data were imperfect. 
Statistics regarding employment in argiculture, forestry, 
animal husbandry, fishing, small-scale industries, trade, etc, 
were available only in the census reports for the year of 
enumeration, but there was no machinery to keep the 
information up to date. About unemployment, beyond the 
data collected by the employment exchanges from time to 
time, we had practically no reliable information. The First 
Plan, therefore, sought to focus public attention on the 
problem of unemployment, to show the organisational 
difficulties in building up employment information, and to 
lay bare the deficiencies, both qualitative and quantitative. 
In 1953-54, the First Plan was revised to include an 11- 
point programme involving an outlay of Rs 175 crores to 
augment employment opportunities ; and the Plan succeeded 
in creating direct employment in the public and private 
sectors to the tune of 4.5 million. 

When the Second Five-Year Plan was being framed we 
were fortunate in being able to use the data which the 
National Sample Survey had worked out for estimating urban 
unemployment. That organisation bad undertaken an enquiry 
in a sample of towns with a population of 50,000 and over 
and provided indications not only of the magnitude of 
unemployment at the time of the inquiry but also of the 
relationship between the number of persons unemployed and 
the number of those on the live registers of employment 
exchanges. This relationship could provide, subject to the 
usual limtations, an estimate of unemployment in urban 


areas. 
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More serious difficulties arose in the assessment of rural 
unemployment, firstly, because in rural areas it is impossible 
to distinguish between unemployment and under- employment 
and secondly, because tliere was a lack of reliable information. 
But even here, in regard to certain special categories of 
labour, namely, landless labour, some estimate of total 
unemployment was available in the reports of the Agricultural 
Labour Inquiry, 1961. Drawing mainly on this source and 
on the data from surveys in rural areas in some parts of the 
country, it was possible to work out a rough measure of 
rural unemployment, again subject to the limitation that 
unemployment in this sector is intimately mixed up with 
under-employment. 

To this back log of the unemployed had to be added the 
estimates of persons coming into the labour force during the 
period of the Plan. In the absence of any other guide, the 
1961 census data had to be relied upon. Population estimates 
were woi'ked out for 19G1 and the addition to the labour 
force was derived therefrom on the basis of the increase in 
labour force during the period T951-66. Since it was 
important to separate the figures for urban and rural areas a 
certain rate of urbanisation was assumed, taking into account 
the three main factors of the growth of urban population, 
namely : (a) tho natural growth in urban areas, (b) migration 
horn rural to urban areas, and (c) the changing status of 
rural areas into urban. Tho distribution of population as 
between urban and rural areas in the 1951 Census was in the 
proportion 17 to 83. On this basis after taking into account 
the influence of the three factors mentioned above it was 
estimated that during tlie period of the Second Plan the 
number of persons entering tho labour force in urban areas 
would be 3.8 million as against 6.2 million in rural areas. 

As against these total employment opportunities required, 
the employment potential of the Plan had to be worked out. 
Pour different situations can be envisaged for creating 
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additional employment : (l) to provide fuller employment to 
those in the low-productive section of the occupations ; (2) 
to extend employment in this section to new entrants without 
hindering expansion of high productivity industries ; (3) to 
restrict tlie expansion of the high productivity section of 
industries and to encourage the low productivity section 
expand, and (4) to gradually expand the section of high 
productivity industi*y absorbing the unemployed and raise the 
productivity of low productivity section to the level of the 
former section. The process of economic development involves 
the transformation implicit in the fourth situation, viz., 
expansion of employment at improved levels of productivity. 
The expansion of the low productivity section appears almost 
a neceesity in an underdeveloped economy like India 
characterised by a low rate of investment and large surplus 
of labour. Nevertheless, employment in this section both 
existing and new must be treated as low wage relief 
employment with an aim to gradually transforming it into 
high productivity employment. 

In working out the employment potential of the Plan in 
the various sectors, the studies undertaken by the Planning 
Qommisslon and the preliminary work of the working group 
on man-power studies proved useful. On the basis of the 
information collected from the States on the pattern of 
employment in various schemes undertaken in the First 
Plan, the schemes sent by the State Governments for 
inclusion in the Second Plan were examined and the employment 
potential of these schemes compared with the employment 
requirements in the region concerned. In all this work the 
main basis for arriving at the employment estimates was the 
relationship between the wage component of investment and 
the approximate level of wages in the region. For instance, 
on construction work it is possible to allocate the total 
expenditure as between machines, materials and men. If the 
component of expenditure on men was related to wage rates 
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in the locality mandays, man-months or man-yoars of 
employment could be worked out. Particular caution must 
be exercised in working out these figures. For instance, if 
the level of expenditure on a particular project remains more 
or loss constant from one 3 'ear to the next, then, assuming 
that the distribution as between men, machines and materials 
of the total expenditure remains the same in the two years, 
no net addition to employment is possible unless wage rates 
have gone down. In working out the employment estimates, 
therefore, it is not the absolute level of expenditure that has 
to be expressed in terms of employment by the difference 
between the level of one year and the year or years previous 
to it. 

It is important to note also that if the materials and 
machines are manufactured within the country some further 
employment will be generated, but such employment will 
arise where the manufacture takes place. Indeed, the whole 
process is one of interaction between different economic 
activities, and to ignore the vital relationship between them 
might result in double counting or in missing appropriate 
components. 

In assessing employment generation in other sectors such 
as industries, minerals, railways, transport and communications, 
social services and the like, efforts were concentrated on 
using the available data for appropriate forecasts. The 
material collected by the Licensing Committee provided the 
relationship between employment and investment in different 
new industries. In other cases the Census of Manufactures 
provided a relationship between production and employment. 
For this latter assessment changes in productivity had to be 
taken into account ; the trend of the past few years had to 
be projected into the future with all the imperfections of 
this method. 

Thus on the basis of employment data supplied by Central 
Ministries, State Governments and estimates made regarding 
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the private sector the additional employment expected to 
be generated by the Plan was w^orkcd out as follows : 

Estimated Additional Employment (Figures in lakhs) 


1. Construction 21.00 

2. Irrigation and Power 0.61 

3. Eailways 2.53 

4. Other Transport and Communications 1.50 

6. Industries and Minerals 7.50 

6. Cottage and Small-scale Industries 4.50 

7. Forestry, Fisheries, N.E.S. and Allied Schemes 4.13 

8. Education 3.10 

9. Health 1.16 

10. Social Services 1.42 

11. Government Services 4.34 

12. Others including Trade and Commerce 27.04 


79.73 


In addition, it was also estimated that full-time work 
Avill be available to about 1.6 million persons as a result of 
reclamation of land, irrigation facilities, development of 
plantations, and horticulture etc. According to the findings 
of the Study Group appointed by the Planning Commission 
to formulate programmes specially designed to alleviate 
unemployment among the educated, there were about 5.5 lakhs 
educated unemployed at the beginning of the Second Five- 
Year Plan and another 14.5 lakhs will be added in the course 
of next five years. Thus 2 million jobs were required to 
eradicate educated unemployment. As against this task, it 
was estimated that the projects included in the Second Plan 
in the public sector were likely to provide about a million 
jobs. Another 2.4 lakhs were expected to fill up positions 
falling vacant due to retirement of old hands. Besides, the 
private sector was expected to absorb about 2 lakh persons. 
The Study Group suggested certain fields as being specially 
capable of providing employment opportunities for the educated 
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including small-scale industries, development of co-operative 
goods transport through inter-city and intra-city operational 
units and organisation of worh and orientation camps. 

Performance : The factory c^mployment in the organised 
sector increased from 23.43 laklis in 1956 to 23.88 lakhs in 
1966, and in the Stsate-owiiod or public enterprises, from 3.46- 
lakhs in 1955 to 3.57 lakhs in the second half of 195G. In 
the mining sector, the percentage increase liave been highest, 
labour having increased from 5.90 lakhs in 1955 to 6.28 lakhs 
in 1956, The rate of absorption in the transport, communica¬ 
tion and construction sectors was around 1*5 to 2% per 
annum. The completion of projects and the rather unfortunate 
closure of some mills in the textile sector resulted in a certain 
deterioration of the employment situation during 1956-57. 

The number of persons on live register showed an average 
increase from 6.91 lakhs in December 1956 to 7.35 lahks in 
December, 1956, 8.06 lakhs in December, 1967, 9.38 lakhs in 
February 1958, 10.83 lakhs at the end of July, 1958 and 
12.87 lakhs at the end of June 1969. Since on an average 
only 26% of the unemployed persons usually register with the 
employment exchange in urban areas the prevailing volume of 
unemployment must be enormous’^. It is now estimated that 
in spite of the massive investments in the course of the 
Second Plan, and creation of new employment opportunities 
for 6.5 million, the Third Five-Year Plan will commence with a 
back-log of 7 millions. There are likely to be 7 to 8 lakhs 
educated unemployed at the end of the Second Plan as 
compared with 5.5 lakhs at its beginning. In the course of 
the Third Plan, the now labour force, for which provision has 
to be made, will have swelled to 14 millions^. This means 

1, According to a survey conducted by the Ministry of Labour & 
Employment in 1956, 25 % of the unemployed persons on an average 
registered viith the employment exchange in urban areas. 

2. The minimum estimates of N. B. S. reports and 1951 census data 
places now entrants to labour force at 15*5 millions with a wider spread 
of ago for the employable. 
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the Third Plan will have to create 21 million jobs to tackle 
the unemployment problem fully. 

It will be interesting to enquire why, despite substantial 
expansion in industrial production, economic development in 
India has been progressing with a huge backlog of un¬ 
employment. Certain broad conclusions can be drawn : 

(1) Closure of mills has been responsible for a considerable 
volume of unemployment in the textile sector ; 

(2) Most of the basic needs of increased production has 
been fulfilled through the fuller utilisation of unutilised 
or under-utilised capacity and through diversion of 
resources from exports sector to domestic production, both 
of which mean only moderate employment generation ; 

(3) The expected increase in fuller employment in tertiary 
industries, services and in unorganised land sector 
has not been much owing to increase in prices and 
slow growth of rural incomes ; 

(4) Growth of employment opportunities within agriculture 
has not been significant; 

(5) There has been high capital-output ratios within the 
industrial sector as indicated by the establishment of 
capital-intensive plants in various branches of manu¬ 
facturing industry ; 

(6) Job opportunities for the unskilled have been insignificant.” 

It can, therefore, be tentatively concluded that in so far 

output could be increased by employing either labour-intensive 
or capital-intensive methods, the choice has been in favour 
of capital-intensive methods in spite of the other alternative 
being economically cheaper. Enquiries made of a few 
industrialists during the First Plan period also revealed that 
many of them substituted labour by capital (irrespective of 
direct economic cost) as an insurance against labour trouble. 


8. An occupational analysis of the applicants registered with the 
Employment Exchages during the year ending December 1957 showed that 
among 9,22,099 applicants, 8.3% were seeking technical jobs, 29.0% cloriorf 
jobs and 66.5% were unskilled nersona. 
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The emphasis on‘basic industries’ in the Second Plan is 
no doubt partly responsible for its relatively low employment 
potential in the short period. But viewed over a longer 
period, it is the logical consequence of a policy which 
seeks to increase employment opportunities at a rate that will 
be fast ecough to absorb the potential increases in labour 
supply at rising levels of productivity. Apart from this, the 
scope for increasing employment opportunities in the short 
period is tied up largely with production of consumer and 
producer goods by techniques which offer higher employment 
per unit of capital and also help to save scarce capital 
in the process. Manpower, for instance, can bo an adequate 
substitute for machinery in such investment projects as 
irrigation, reclamation, etc. Similarly uses of surplus labour 
in social overhead projects which facilitate economic activity 
would mean much saving of real capital. The Third Plan’s 
strategy need not be fundamentally different from that 
of the Second. It is, however, important that we do not 
make mistakes in the choice of techniques for specific sectors 
of the economy ; and we take full cognisance of the potential 
of surplus manpower, which, if properly organised, can not 
only make a significant impact on the employment situation 
but may result in much saving of real capital. To conclude, 
the Third Plan must create, in addition to the 'revolving* 
variety (i.e. employment which comes to an end with a certain 
phase of capital construction) or the ‘relief’ type (which 
provides work for its own sake but does not add to the net 
product of the society) of employment, ‘sedimented’ type of 
employment (which is created on a stable basis with the help 
of the capital constructed) which is most conducive for 
accelerating and sustaining the process of economic development.^ 

4. According to a study undertaken by the National Employment Service 
of the Labour Ministry of trends in the number and types of employmentT 
seekers^ the proportion of applicants seeking educational jobs through 
Employment Exchanges more than doubled itself during the period July 
.1953 to June 1958. Therefore, the Third Plan must also create employment 
of this category. 
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TABLE I 

Idle Hands in 1957 




(In 

Millione ) 


Rural 

Urban 

All India 

Total population 

316.10 

66.30 

382.40 

Outside labour force 

176.40 

43.40 

219.80 

In labour force 

139.70 

22.20 

162.60 

Unemployed 

... 0.92 

1.32 

2.24 

Gainfully employed 

138.80 

21.60 

160.40 


( Source : Sankhya, Indian Institute of Statistios, 
Yol. XX, September 1969}. 


TABLE II 

Hours of Work Per Week of Employed 
Population 





( In Millions ) 



tEural 

Urban 

Total 

7 hours or less 

# « • 

18.9 

2.0 

20.9 

14 ’■ 

• • • 

5.4 

0.6 

6.0 

28 ” 

• •• 

16.9 

2.0 

17.9 

42 

• • • 

24.1 

3.9 

28 0 

66 " 

• • • 

46.4 

8.7 

54.1 

70 ” 


23.7 

3.1 

26.8 

More than 70 


5.4 

1.3 

6.7 

TOTAL 

# • • 

138.8 

21.6 

160.4 


{ Source: Sankhya, The Indian Institute of Statistics 
Yol. XX, September 1969). 

TABLE III 

Average Daily Number of Workers Employed in 
Large-Scale Factories 

1960 1967 

Total: All India ... 26.04,899 30,87,864 

( Source: Indian Labour Gazette, 1959 ) 











CHAPTEB IV 
land reforms 

Like all other Asian countries, land problems in India have 
their root in the ubiquitous phenomenon of excessive pressure 
of population on land. The farms of our peasantry are small 
and fragmented ; tenants are insecure and pay exorbitant 
rents ; credit is usurious ; savings are meagre and agricultural 
productivity much below the optimum. Obviously, the 
standard of living of our peasants cannot rise until a change 
in the land system supplies the essential economic basis of 
more efficient farming. The organic connection between land 
tenure and productivity was always recognised in India and 
hence the goal of post-Independence land reform in this 
country has been to expand and strengthen peasant 
proprietorship as a system of land holding best suited from 
the point of view of incentives to effort and enterprise in 
cultivation and of high unit area yields. Although the pace 
of land tenure and farm tenancy reform has not been as fast 
as one would have liked it to bo, it has certainly been 
steady, measured, substantial and humane. 

The emergence of Zamindari system since the advent of 
British rule in India had given rise to a hierarchy of 
intermediaries between the owner and tiller of the land and: 
seriously affected agricultural efficiency since neither the 
landlord who could get large profits due to a wide margin 
between land revenue and rent, nor the cultivators who* 
laboured under great hardship, felt interested in the introduc¬ 
tion of improvement on land. Since Independence, th& 
various State Governments have put through, in terms of a 
general land reform policy recommended by the Planning 
Commission, legislation for the abolition of intermediaries like 
Zamindars, Jagirdars and other similar tenure-holders between 
the state and the actual occupants of land. Although 
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Zamindari abolition is only the logical culmination of a large 
body of pre-Independence tenancy legislation defining and 
even enlarging the rights of occupancy and quasi-occupancy 
holders of land under the intermediaries, it is now mostly 
completed in a manner that has brought a triple credit to 
the State Governments : credit for guaranteeing fair 
compensation to the displaced intermediaries ; credit for 
satisfying the aspirations of occupancy and quasi-occupancy 
ryots at little or no cost ; and credit for largely doing away 
with the multiplicity of tenures and converting some of the 
old tenures into and approximating others to the ryotwari 
tenure. The ryotwari tenure has all along prevailed in 
respect of a little more than half of all cultivated lands in 
the country. Under this tenure, the ryot has always paid 
land revenue directly to the State and enjoyed absolute 
rights of ownership in his land holding. In these areas, the 
condition of tenants was miserable. Their chief needs were 
(i) security of tenure ; (ii) right of ownership for tillers ; and 
(iii) regulation of rents. While laws abolishing intermediaries 
have been given effect to in most of the states, the pace and 
content of land reform in the directions of freezing existing 
land owners and their right to resumption for personal 
cultivation, security of tenure, reduction of rent, fixation of 
ceilings on holdings, and the introduction of co-operative 
method in the various processes of agriculture have differed 
from region to region. 

Abolition of Intermediaries: Under the Second Five- 
Year Plan, the land reforms programme includes the complete 
abolition of intermediaries. Although most of the States 
have already abolished the intermediary agencies^, a few 

1. The removal of these intermediaries has meant in all cases some 
lair compensation for that rental portion that is to be permanently denied 
to them. At the same time this abolition programme has meant that 
some sections of occupancy holders could now give the state rents which 
are lower than what they were formerly paying to the intermediaries but 



38 WELFARE ECONOMICS IN INDIA 

small pockets still remain where further action is imperative^ 
such as the temporarily settled estates in Assam, certain 
Inam estates and Inam hamlets and Khadrigas in Madras, 
Muttadari and Malguzari tenures in Andhra Pradesh, the 
religious and charitable Inams in Bombay and Muafis and 
Inams in Madhya Bharat. In Rajasthan, while ,Tagirs, which 
constituted the bulk of the intermediary tenure, are being 
resumed, the bill for abolition of Zamindari and Viswedariea 
is still to be introduced in the State Legislature. A bill haa 
been prepared for abolition of Inam and Jagirs in the Kutch 
area of Bombay, while bills for the abolition of Jenmis Rights 
in Travanoore area and intermediaries* rights in respect of 
temple land in Kerala are pending enactment. Not only should 
legislation for these areas be enacted immediately and 
implemented ; it would also bo necessary to speed up the 
payment of compensation particularly to small intermediaries 
and to widows and minors. 

Tenancy Legislation : Whereas some states have already 
enacted comprehensive legislation for tenancy reforms, in 
some states only temporary legislation has been enacted for 
stay of ejectment of tenants pending enactment of comprehen* 
sive legislation^. Whore comprehensive legislation has been 


which arc higher than the land revenue the Zamindara were formerly 
paying to the state on their behalf; and that some other sections of 
occupancy holders could coniinne to give the state rents which are about 
the samo as they were formerly paying to the intermediaries but which 
are, again, higher than the land revenue the Zamindars were formerly 
paying to the State on thoir behalf. In either case the State would be 
settling, as in fact it has been in the last few years, an addition to its 
land revenue—^n addition which, over a period of time, say, twenty to 
forty years, could cover the compensation payable to the erstwhile 
intermediaries. In those cases where no additional land revenue would 
accrue to the state, the occupancy holder has himself to pay the 
compensation in one lump or in several instalments. 

2. The comprehensive tenancy legislation based on the recommenda¬ 
tions made in the Second Plan has yet to be enacted in Andhra Pradesh, 
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enacted, the provisions for security of tenure follow broadly 
three different patterns, namely. 

(i) All tenants have been given full security of tenure 
without any right to land owners to resume land for personal 
cultivation ; 

(ii) Owners have been given the right to resume a 
limited area for personal cultivation subject, however, to the 
condition that a minimum area or a portion of the land is 
left with tenants ; and 

(iii) a limit has been placed on the extent of land which 
a land«owner may resume but the tenant is not entitled to 
retain a minimum area for cultivation in all cases. 

It will be ovserved that tenants get full security only 
where pattern (i) has been adopted. In cases (ii) and (iii) 
above, resumption from a limited area is permissible on 
grounds of personal cultivation. In several enactments, this 
right of resumption by the landlord is to be exercised within 
a prescribed period and till that period is over, some 
ejectments will continue. As in many cases, the laws provide 
for a certain minimum area or a portion of holding being 
retained by the tenant (except where the landlord himself 
holds a very small area), such resumption should not result 
in rendering the tenant landless. 

With regard to ejectment for non-payment of rents, a 
provision obtains in most states for ejectment of a tenant on 
non-payment of rent. The landlord is generally required to 
file a suit for ojectment and in several oases a provision has 
also been made that even after a decree for ejectment has 
been passed but the tenant pays up the arrears of rent 

Bibar, Madhya Pradosli, Madras, Mysore and Orissa. In 0. P. areas of 
Madhya Pradesh even interim protection has not generally been given to 
tenants. In West Bengal and Kerala, cropsharors are not given the same 
rights as other tenants. Thus a great many anomalies still prevail in tho 
sphere of tenancy reform, and forcible eviction of tenants is still common 
in at least some areas. 



40 


WELFABB BOONOMIOS IB INDIA 


before he is ejected, the decree for ejectment may not be 
executed, 

In several cases, ejectments have, however, taken the form 
of “voluntary surrenders”®, that is to say, that a tenant is 
pursuaded to surrender bis liolding in or outside the Oourt. 
Ejectments on this ground took place on a larger scale in 
Hyderabad and on small scale in Bombay also. There are 
several causes which contribute to voluntary surrenders, such 
as ignorance on the part of the people of the legislative 
provisions regarding security of tenure, possible lacunae in the 
law, inadequate land records and defective administrative 
arrangements. This was pointed out in para. 17 of Chapter IX 
of the Second Five Year Plan. Some States have since 
enacted legislation to regulate voluntary surrenders also on the 
lines of the suggestion made in para 17 of Chapter IX,* 

Some difficulties also arise due to defects in the definition 
of the personal cultivation. If the expression ‘personal 
cultivation* is properly defined on the lines recommended in 
paras 18 and 19 of Chapter IX®, the ejectment of tenants on 
grounds of resumption for personal cultivation could be 
considerably minimised. 

Ceilings on Holdings : In a land-hungry country, where 
there are wide disparities in economic power, and where the 

8. According to a study of the workings of tbo Bombay Tenancy Act 
conducted by the Gokhale Institute of Politics and Economics, Poona^ 
two-thirds of such renunciations were the result of threats. 

4. In order to discourage ‘voluntary surrenders' of land under undue 
pressure in the future, provision may be made that surrender of land 
by the tenant will not be regarded as valid unless it is duly registered 
by the Revenue authorities. In such cases the landlord should be entitled* 
to take possession of the land only to the extent of his right of 
resumption. 

5. A degree of uniformity in the use of the term '^personal cultivation” 
should be introduced. Personal cultivation shonld have throe elementSt 
namely risk of cultivation, personal supervision and labour. 
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larger proportion of peasants line on the margin of starvation 
and insolvency, it is important to limit any further accumulation 
of land in fewer hands. An ever growing army of landless 
labourers is perhaps the greatest threat to the stability and 
the orderly progress of the country. A ceiling on land, 
especially on future acquisition of land, is a potent instument 
for averting this threat. Appendices I and II at the end of 
this Chapter show the extent ol ceiling proposed in the 
various States on future acquisition and existing holding as 
well as their basis of application. 

So far as resumption for ‘personal cultivation' is concerned, 
the Second Plan has pointed out the defect of the definition 
of ‘personal cultivation’ in a number of States. Consequently, 
it urged that putting in a minimum amount of personal 
labour on land should be a fundamental requisite for resuming 
land for personal cultivation and that merely investing capital 
and supervising cultivation should not bo regarded as enough 
for this purpose. Because of defective definition of ‘personal 
cultivation’ in a number of States, cropsharing arrangements 
which have all the characteristics of tenancy have not been 
regarded as such and cropsharers are denied the rights allowed 
to tenants. Particular attention may be drawn to the defects 
in the Uttar Pradesh Zamindari Abolition Act, Under this 
Act, Zamindars wore pennitted to retain in possession as 
much land as they could show in their personal cultivation, 
and there was no limit fixed. This provision brought in its 
trail illegal and forced ejectment of the actual tillers, because 
the divested landlords did their utmost to secure, mostly by 
unfair means, as much land as they could. It is estimated 
that ex-Zamindars in this State, for whom even touching the 
plough is taboo, have come to hold big-sized holdings which 
account for about 10% of the total cultivated area in Uttar 
Pradesh. As against inefficient cultivation by these ex- 
Zamindars, the tillers of the soil have acquired proprietary 
rights of land or permanent rights have proved to be 
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enthusiastic cultivators in spite of the uneconomic nature of 
their holdings. 

Regulation of Rent'’ : Regulation of rent has been uneven. 
In the First Five-Year Plan, it was stated that the rate of 
rent exceeding 1/4th or l/oth of the gross produce should be 
regarded as requiring special justification. There arc, however, 
large variations in the rate of rent fixed in the varioue 
States. Reasonable rent varies—on the higher side—from* 
16% of the gross produce in Bombay to 60% in the Tanjore 
District of Madras. In addition to the usual form of regulation 
of rent, the Second Five-Year Plan stressed that it might bo 
found convenient in practice to fix rent in terms of multiples of 
land assessment. A provision to this effect has been included 
only in a few States. Tenants may moreover be given relief, 
in case of crop failures, by suspension or remission of land 
revenue. 

The Committee on Tenancy Reforms set up by the Panel 
on land reforms of the Planning Commission drew our atten¬ 
tion to the failure to give intended relief in the legislation of 
many States. The complexities of the provision to attempt 
to balance the interests of the various classes, ignorance of 
law on the part of the peasants and their weak economic and 
social position to insist on their rights, and finally, lack of a 
strong administrative machinery and proper records are said 
to bo the major factors responsible for the prevailing gap 
between legislation and implementation in many States. 

Nagpur Decision : The Nagpur Session of the Indian 
National Congress resolved that in order to remove uncertainty' 
regarding land reforms and give stability to the farmers, 


C. Prof. M. Ij. l)antwala is of tho viow that if security of tenure is 
statutorily accorded, statutory *fair’ rents would automatically come to 
prevail. The landlord-tenant system in India has, however, given tho 
lesson that if 'fair' rents arc unrealistically low, even statutory security 
of tenure would only be honoured more in the breach than observance. 
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ceilings should be fixed on existing and future holdings and 
legislations to this ofTect, as well as for the abolition of 
intermediaries, should be completed in all the States by the 
end of 1959. It has been made clear that the proposed ceiling 
would be a ceiling on the quantum of land and not on 
incomes, talent or efficiency. Through intensive cultivation 
as well as by additional occupations those affected by the 
ceiling were free to raise their incomes. Perhaps not much 
land would be released as a result of the ceiling. But the 
psychological impact of the measure on the landless would be 
immense. 

Land reforms in India cannot brook any more delay. 
Unless such reforms bring about institutional changes in the 
rural sector, an egalitarian society as we are aiming at would 
be difficult to evolve. Besides, increased food production is 
inescapably linked up with land reforms. The State Govern¬ 
ments should, therefore, gear up their administrative machinery 
to complete, without further delay, whatever still remains to 
be done in the sphere of land reforms. That is the only way 
we can lend stability to rural India and make the food sector 
respond adequately to the growing needs of an expanding 
economy. 



APPENDIX I 

LEVEL OF CEILING 





Basis of application 




4 


Andhra Pradesh 12 to 180 

Telengana acres yiol- 

area (Act) ding not 
income of 
Bs. 2400/- 


18 to 270 
acres yiel¬ 
ding net 
income of 
Bs. 3,600/- 


Ceiling applies to land held 
under personal cultivation by 
a perunn. Person has been 
defined to include Joint Hindu 
Pami ly. Every branch of such 
a family entitled on partition 
to a share per stirpes shall be 
allowed 4 to 60 acres in case 
it consists of more than 5 
members, even though the 
<^ggf<>gate of such shares exceed 
the ceiling. 


(Bill for Entire Land yield- Land yield- Ceiling will apply to land held 

State) ing net ing net by a person as owner or 

income of income of tenant. In case of Joint 

Bs, 3,600/- Bs. 5,400/- Hindu Family the coiling will 

be raised by area yielding net 
income of Bs. 1,200/. for each 
member in excess of five. 


Assam (Act) 


Bihar (Bill) 


50 acres 


80 to 
90 acres 


50 acres 


30 to 90 
acres 


Coiling applies to aggregate 
area held by all members of a 
family as owner or tenant. 
A family includes a Joint 
Hindu Family. No allowance 
made for larger size of the 
family. 

Ceiling will apply to land 
hold as owner or tenant by 
a person. In case of Joint 
Hindu Family each male 
member entitled to share on 
partition will get a separate 
ceiling area. In respect of 
families not governed by 
Mitakshar a law a provision is 
proposed for gifting away 
lands to sons, daughters and 
grand children and each such 
person will hold up to ceiling 
area. In any case, if a person 
has a family consisting of 
more than 5 members, coiling 
will be raised by 6 to 18 acres 
for each member in excess of 
5 subject to an outside limit of 
90 to 270 acres for entire 
family. 
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State 

1 Future 
acquisition 

Existing 

holding 

Basis of application 

1 

i 2 

8 ) 

4 

Bombay 

Former Bombay 
Area (Act) 

12 to 48 
acres 



Saurashtra area 
(Act) 

60 to 120 
acres 




Maratbwada 12 to 180 18 to 270 Basis of application of ceiling 

(Act) acres yield- acres yield- same as for Tolengana area in 

ing not ing not Andhra Pradesh, 

income of in come of 

Rs. 2,400/- Rs. 3,600/. 


'Vidarhha area 21 to 120 
(Act) acres 

Kuteb area (Act) 36 to 135 
acres 


42 to 240) 
acres ) 
) 

72 to 270 ) 
acres ) 


Coiling applies to land held 
by n jtersim as owner or 
tenant. A person has been 
dofinod to include a Joint 
Family, Provision not enforced. 


(Bill for entire Land yield- Land Ceiling will apply to 

State) ing a net yielding not aggregate area hold by all 

income of income of **'''*v>»» 

Rs. 3,600/- Rs. 3,000/- or tenant. No allowance for 
or existing larger families or joint families, 

limit which¬ 
ever is lower 


Jammu & 22J acres 

Kashmir (Act) 


Kerala (Bill) 15 to 87i 
acres 

family as owner or tenant. 
A family is being defined to 
include hasband, wife and 
minor children. Allow'anoe of 
one to 2i acres will be made 
for each additional member of 
a family in excess of 5 subject 
to an outside limit of 25 to 
62i acris for entire family. 
Each adult unmarried person 
will bo entitled to retain up- 
to half the coiling area. The 
joint Hindu Family etc. will 
be treated as if partition had 
taken place. 


22J acres Coiling applies to land held 
by a person as owner. No 
S|.)ecial allowance for larger 
families or joint families, 

15 to 37i Ceiling will apply to aggre- 
acros gate by all members of a 
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State 

Future 

acquisition 

Existing 

holding 

Basis of application 

1 1 

2 1 

3 i 

i 4 

Madhya Pradesh 

(Act) 

to bo 
prescribed 



(Bill) 

82 to 96 
acres 

32 to 96 
acres 

Ceiling will appy to land held 
by a person as owner or 
tenant. In case of a Joint 


Hitidu Family each co-fihaior 
will bo entitled separately to 
a ceiling area as if partition 
had taken piace. In case a 
person has a family consisting 
or more than 5 members 
having no land of their own 
ceiling will bo raised by 6 to 
18 acres per member in excess 
of 5 subject to an outside 
limit of C2 to 18G acres. 


Mysore 


Karnataka 

area (Act) 

12 to 180 
acres yield¬ 
ing net 
income of 
Rs. 2,400/- 

18 to 270 
acres ycild- 
ing net 
income of 
Rs. 2,400/- 

Bombay Area 
(Act) 

12 to 28 
acres 

— 

(Bill for entire 
Stale 

Laud yield¬ 
ing a net 
income of 
Ks. 3,600/- 

Land yield 
iug a net 
income of 
Ra. 3,600/ 

Orissa (Bill) 

33 to 99 
acres 

33 to 99 
a^res 


Basis of application of coiling 
same as in Telcngana area of 
Andhra Pradesh. 


Ceiling will apply to land 
under personal cultivation of 
a person. If a person has a 
family consisting of more than 
5 members coiling will bo 
raised by an area yielding not 
income of Its. 1/200/. for each 
additional member exceeding 
5 subject to outside limit of 
twice tho coiling area. In 
case of Aliyasanthanam fami¬ 
lies, the outside limit will bo 
three times tho ceiling area. 

Coiling will apply to aggregate 
area held by all members of 
a family under personal culti¬ 
vation. No special provision 
is proposed for larger size of 
family or for joint family. 
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State 

Future 
acquisition ; 

Existing 

holding 

1 

Basis of application 

1 

2 

3 

r . ‘"4 .. 


Punjab (Act) 30 to 80 30 to 80 Coiling applies to land held 

Pepsu Area acres (40 to acres (40 to under personal cultivation by 

100 acres for 100 acres for a 'person. No special provision 

displaced displaced made for larger size of families 

persons persons) or for joint families. 


East Fanjab area 80 to GO 30 to 60 Government has been em- 
acres (50 to acres (50 to powered to settle ejected 


100 for 

100 for 

tenants on lands held by 

displaced 

displaced 

a person under personal 

persons) 

persons). 

cultivation in excess of the 
permissible limit. No special 
allowance has been made for 
larger size of a family or lor 
joint family. 

Rajasthan (Act) 30 to 90 

acres 

— 

— 


(Bill) 30 standard 30 standard Ceiling will apply to aggro- 
acres acres gate area of land held as 

owner or tenant by all Uig 


A standard 
acre means 
land yiel¬ 
ding 10 
mannds of 
wheat or 
any other 
crop of 
equivalent 
value. 

Uttar Pradesh 

(Act) 12.i acres 

(Bill) 40 to 80 
acres 


members of a family. The 
ceiling limit wiil be raised 
at a scale to be proscribed 
sabjoct to an outside limit of 
60 standard acres for a family 
exceeding 6 members. The 
term 'family' has boon made 
for undivided Hindu families. 


The ceiling will apply to the 
aggregate area held by family. 
'Family' would mean husband 
or wifo« dependent mother, 
children other than married 
daughter and separated 
children and unseparated 
sons's wife or widow. Where 
the number of members of a 
family exceeds five ceiling will 
be raised at B to 16 acres of 
land for each additional 
member subject to the outside 
limit of 64 to 128 acres. 
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State 

1 Future 

Existing 

acquisition 

bolding 

1 

2 

8 


Basis of application 
4 


West Bengal (Act) 25 acres 25 acres Ceiling applies to lands held 

by a i)erson. No special 
allowance has been made for 
the larger size of family or 
the person or for joint families. 

Delhi (Act) 30 standard — 
acres 


(Bili) 


Himachal 
Pradesh (Act) 


30 standard 30 standard Ceiling will apply to the 
acres acres aggregate area of land bold by 

all members of a family as 
owner or tenant. Family has 
been defined to include 
busbandt wife, dependent 
children and grandchildren» 
Ceiling will be raised at 5 std. 
acres for each additional 
member in excess of five 
subject to an outside limit of 
CO std. acres. 


30 acres in 30 acres in 
Gliamba Chamba 

Diet, and Dist. and 

land ass- land asse- 

cssed to ssed to 

Rs. 125/- lis. 125/- 

in other in other 

districts. districts. 


Ceiling applies to area held by 
a person as owner under 
personal cultivation. No 
special allowance is made for 
larger size of holding or for 
joint family, 






APPENDIX II 

Ceiling on Existing Holding Transfers 

Andhra Pradesh : (Bill) : There is no provision lor 
disregarding transfers made bsforo enactment of the ceiling 
law. The Government have been authorised to prohibit 
transfers and partitions on and from such date as may be 
notified pending determination of surplus lands. 

Assam (Act) : No benarai transfer made after November 
12, 1955 shall be taken into account in determining the 
limits. In such case the ceiling shall bo determined as if 
the transfer had not taken place. 

Bihar (Bill) . There is no provision for disregarding 
transfers made before or after the enactment. There is on 
the contrary provision enabling a landholder to gift away 
land within 6 months of enactment to sons, daughters and 
grand-children. 

Bombay (Bill) ; Any transfer or partition made after 
15th of January, 1959 will be deemed to have been made in 
order to defeat the object of the Ceiling Act unless it proves 
to the contrary. Such transfers shall bo ignored in computing 
the surplus land. 

Transfers after the commencement of the Act and before 
the determination of the surplus land are prohibited. 

Jammu and Kashmir (Act) ;—There is no provision for 
disregarding transfers. 

Kerala (Bill) ; All voluntary transfers by a person 
holding land in excess of the ceiling limit effected after 18th 
December, 1957 will be deemed to be transfers calculated to 
defeat the provisions of the law and shall be invalid. Parti¬ 
tions and such transfers as were made on account of natural 
love and affection and transfers made in favour of the tenants 
in possession of land will, however, bo recognised. 

Madhya Pradesh (Bill) : Transfers and partitions made 
after the date of publication of the but. before the 

4 
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tsomraencemenb of the Act shall be declared void if it is found 
that they were made to defeat the provisions of the Act. 
After commencement of the Act, transfers could be made only 
with the permission of the Collector. 

Mysore (Bill) : There is no provision for disregarding 
transfers in the Bill introduced in the State Legislature. 

Orissa (Bill) : There is no provision for disregarding 
transfers. In fact the Bill does not provide for taking over 
or acquisition of surplus land by Government. The landlords 
are required to dispose of the surplus lands at market value 
within one year of their determination to any person in the 
prescribed categories. 

Punjab Act : Punjab Area : Transfer or disposition of 
land made after the commencement of the Act of 1953 will 
be disregarded, in determining the surplus area for the 
purposes of settlement of tenants thereon. 

Pepsu Area : The law was enacted in October, 1956. 
It provides for disregarding transfers of land made after 21st 
August, 1966. Transfers made upto 30th July 1958 in favour 
of a landless person or a small landowner (i.e,, persons 
holding upto 60 standard acres, or 40 standard acres, in case 
of displaced persons) who is not a relation of the transferer 
will not be disregarded, 

Rajastban (Bill) ; Transfers made in favour of the 
following persons on or after January I, 1957 which are 
proved to have been made in anticipation of the ceiling law 
will be disregarded ;— 

(i) in favour of a member of the family of such 
person or in favour of any other relation or friend ; 

(ii) in favour of a person who immediately before the 
date of such transfer was not an agriculturist; 

(iii) in favour of a person who on such date possessed 
land which together with the land so transferred 
exceeded 30 acres of unirrigated land. 



LAND BBFOHMS 


61 


Uttar Pradesh (Bill) : Transfers and partitions of land 
made after 15th August, 1959 will be disregarded in deter¬ 
mining the ceiling. This will not apply to a partition, suit 
or proceeding in respect of a joint Hindu family which was 
pending on 15th August, 1969. 

West Bengal (Act) : State Government may enquire 
into any transfer of land between the 5th May, 1953 and the 
date of vesting if in its opinion there are prima facie reasons 
for believing that such transfers are not bonafide. If after 
■such an enquiry State Government finds that the transfer 
was not bonafide, it shall make an order to that affect and 
thereupon the transfer shall stand cancelled. If the transfer 
was bonafide, it shall be held to bo valid but in respect of 
the transfer, ceiling shall bo determined as if the transfer had 
not taken place. 

Delhi (Bill) : Transfers made between 10-2-1959 and the 
commencement of the Act will be disregarded for determina* 
tion of the excess land provided that 

(i) in case it is made before 21-11-59 under registered 
deed for valuable consideration it be selected in 
such a way that the transferer is left with 8 standard 
acres and no land is selected out of land transfers ; 
and 

(ii) in case it is made in any manner other than 
under a registered deed for valuable consideration 
or made after 25-11-69 the excess land will be 
selected out of the lands held by the transferer 
and transferee pro rata. 

Where any excess of land is Belectedfout of land trans* 
^orred the transfer of such land shalljibe void. 



OHAPTBE V 

THE CO-OPERATIVE APPROACH TO AGRICULTURE 

Problems of ownership of land and the social complications 
arising out of these problems in countries with a heavy 
pressure of population on land are qualitatively different from 
those in countries whore land is not so desperately sought.^ In 
India, for instance, agriculture is more a problem of relationship 
between men and men than between men and land. For 
centuries, the cultivators^ in this country have been subjected 
to injustice and exploitation ; and the aim of land reform 
legislations introduced in the post-Independence era lias been 
to correct a situation which was ethically unjustifiable and 
intellectually indefensible. In a country where laud is scarce 
and concentrated in a few hands, yields are low but rents 
are high, farmers are poor but farms are expensive, a thorough 
overhauling of the tenure system is called for, and when on 
top of ‘pathological’ peasant farming ”, we have oppressive 
landlord-tenant nexus, the question of a ceiling on individual 
ownership and redistribution of the excess in favour of land¬ 
less labourers, peasants with uneconomic holdings or co¬ 
operative farming societies, assumes great significance and 
urgency. It is against this background that the Nagpur 
resolution on agrarian organisational pattern has to be examined. 

1 . ‘Problems in Countries with heavy Pressure of Population on 
Land’, by M. L. Dantwala; paper read by author at the conference on 
world land tenure problem at the University of Wisconsin at Madison, 
U. S. A., October 1951. 

2. Unless the size of holding and auxiliary resources are adequate, 
owner-operated family farms would exhibit such pathological symptoms as 
would make it thoroughly unacceptable as a mode of farming. Malnu¬ 
trition accompanied by typical scarcity diseases. high death rate 
accompanied by high birth rate, illiteracy, tiny holdings, splitting up of 
scanty and small holdings, primitive farm dwellings, use of the mechanical 
and animal power, high ground rents etc, are some of these symptoms. 
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The two vital decisions contained in the Nagpur resolution 
are those on ceiling on land holdings and joint co-operative 
farming. It was recognised that while redistribution would 
not solve the question of adequate size of holding on the 
basis of peasant farming, the measure of ceiling had 
sociological and psychological aspects which made it a very 
significant plank in any programme of agrarian reforms. At 
the same time, it was made clear that the proposed ceiling 
would be a ceiling on the quantum of land and not on 
income : that it was a ceiling not on talent or efficiency but 
on the ownership of land. 

It was also recognised that it would be impossible to 
rehabilitate the millions of landless labourers and holders of 
uneconomic units on an individual basis. The obvious answer 
was some sort of co-operative farming. It was felt that 
though co-operative pooling of resources did not increase the 
per capita availability, the working of resources in economic 
units would result in efficiency and both the community as 
well as the peasants forming the co-operative would derive 
distinct economic gains. This method of social change had 
the additional advantage of preserving such values as 
individual initiative and democratic procedures during and 
after the change. Hence the decision that 'the future 
agi*arian pattern should be that of co-operative joint farming'. 
By and large, this was the best solution, the only alternatives 
being either maintenance of status quo with dwarf farms or 
herding all uneconomic farms into collective farms which 
involved questions of social values and attitudes. 

Co-operatives, like any other institutional arrangement, 
must first of all have a definite purpose and meet recognised 
needs. Moreover, they must adapt themselves to economic, 
social and political situations and the temperamental, 
ideological and general cultural characteristics of the people. 
While recognising that co-operative farming represented a 
new technique of tackling economic development and bringing 
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about social change, the Oongress was equally aware that it 
had not so far succeeded in achieving either on a considerable 
scale owing to the absence of a suitable climate. Implicit 
in the Nagpur resolution was therefore a flexible and cautious 
approach. The resolution did not seek to force the pace of 
co*operativisation and stated that ‘as a first step prior to the 
institution of joint farming, Service Go-operatives should be 
organised throughout the country*. In fact, the whole aim is 
first to raise the economic viability of uneconomic, small and 
medium farms through the establishment of Service Co¬ 
operatives, gain experience, and then to induce them to the fold 
of joint Oo-operativo Farms. The more important services 
which these co-operatives should render are credit, improved 
seed and fertilisers, marketing and irrigation. The superior 
merit of joint co-operative farming over co-operative servicing 
lies in the fact that the latter could merely mobilise internal 
and external resources in money and material, while the 
former could, in addition, mobilise labour, which happens to 
be the most abundant, resources and could also reduce costs^. 
It may be mentioned here that pooling of land in cultivation 
is necessary since a certain minimum scale of cultivation 
is essential for efficiency. Broadly speaking, joint co-operative 
farming would have greater capacity to absorb capital of all 
kinds, to adopt new agricultural practices like ploughing 
immediately after the harvest and to rationalise labour 
utilisation. 

Critics Answered : It has been argued that under a 
system of co-operative farming the peasant loses his initiative, 
that his sense of responsibility gets sapped and that he is 
turned into a wage slave. But, by and large, the average 
agriculturist is not a free man. If he is a tenant, he still 
labours under certain handicaps in his relationship with the 
owner : be has limited resources, he cultivates a small-size 

8. Dr A. M. Ebusro at the Poona Seminar on Co-operative Farming. 
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unit and he is not free in getting at sources of credit or in 
securing access to markets. His freedom also entails days of 
enforced idleness. The landless agricultural labourer is in 
some respect in a still worse position. That, however, is no 
reason why these sections of the rural community should not 
be made to enjoy the gift of freedom. But it is, in a sense, 
begging the question to assert that freedom would be lost 
through adoption of the co-operative method of farming. In 
fact, in this sphere, as in other fields of co-operative effort 
the door to freedom of action may be opened and association 
with one’s comrades in the communal effort may develop 
that sense of responsibility which we often find lacking in 
rural life*. 

It has been pointed out that since similar attempts have 
failed in Eastern European countries, joint co-operative 
farming, as envisaged in the Nagpur resolution, holds little 
prospect of sucoess in India. The truth, however, is that 
co-operative farming, as practised in Eastern Europe, failed 
to raise the efficiency of agricultural production or the rural 
standard of living because it has not in reality been 
co-operative^. Since 1949 collectivisation has been the aim 
of agricultural policy in Eastern Europe, with the complete 
abolition of peasant farming as its ultimate goal. In order 
to avoid the results which followed direct expropriation of 
peasant farmers by forcible collectivisation in Sussia, co¬ 
operative farming was chosen as the form of organisation, 
and laws were passed providing for the constitution of 
co-operative farms in four types, graded according to the 
method of income distribution among the members. According 
to the laws, membership was voluntary in all but the fourth 
type. In all the four, land is pooled for joint cultivation, 

4. Co-operative Farming^ Vaikuntli L. Mehta, Bombay State Co¬ 
operative Union, April 1958. 

5. Chang?8 in European Peasant Farming. Doreen Warrinar, Inter¬ 
national Labour Beview, November 1957, 
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but individual plots are retained. “Lower" types allow a 
proportion of the area of land contributed, althouf^h the 
greater part of the farm income must be distributed as 
earnings of labour calculated according to the “labour day 
principle". In the fourth or “highest" type, no rent is 
payable and all income is distributed as earnings ; it is full 
collective. But in the conditions in which co-operative 
farming was introduced in Eastern Europe it is impossible to 
distinguish between the merits of co-operative farming as a 
form of organisation and the process of collectivisation. This 
process involved not merely the combination of farms for 
mechanisation but the whole policy for agriculture in general. 
The process involved strong “disincentives" to farmers, thus 
betra^'ing an element of coercion. Besides, peasants were 
aware that the ultimate goal was collectivisation whereby they 
would lose their individual identity and proprietorship. That is 
why even the voluntary principle, together with discriminating 
treatment, failed to induce peasants to join the co-operatives. 

Critics have assailed joint co-operative farming as a thin 
end of the totalitarian wedge which will ultimately drive our 
farmers into communes or collectives. They argue, quite 
wrongly, that coercion is implicit in joint co-operative farming 
and that its introduction will inevitably lead to uprooting of 
the peasantry. Let us look at the Nagpur resolution dis¬ 
passionately. It says, “the future agrarian pattern should be 
that of co-operative joint farming in which land will be 
pooled for joint cultivation, the farmers continuing to retain 
their proprietory rights and getting a share from the net 
produce in proportion to their lauds. Further, those who 
actually work on the land, whether they own the lands or 
not, will get a share in proportion to the work put in by 
them on the joint farm"". It is clear that whether a farmer 

6 . Tn this senso, it resembles the *]ower' type of joint co-operative 
farming in the Eastern European countries and the ‘small-holders’ settle¬ 
ments in Israel. 
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-should join a joint co-operative farm or not is entirely left 
to himself. If he does join, and if he is an owner of land, 
he continues to enjoy proprietorship of his land, gets wages 
for labour put in and also gets a rent^ for his land. It is, 
therefore, clear that whereas joint co-operative farming was 
conceived as a transitional and intermediate phase in the 
drive towards collectivisation in China and Eastern European 
countries (except perhaps Yugoslavia)®, it is conceived as the 
ultimate end in India. It has also been asked if this type of 
joint co-operative farming would be able to maintain or 
increase agricultural production. The reply is, if 'production 
co-operatives* in Mexico® which have been organised in some 
4iidos and similar organisations elsewhere (to make bettor use 
of land and water and also for the purpose of introducing 
machinery and obtaining credit) have succeeded in stepping up 
agricultural production, why should joint co-operative farming, 
as envisaged in India, fail to do so ? It may also be 
pointed out that in Mexico it has not been very difficult to 
persuade farmers to substitute titles to rent in place of titles 
to specific plots of laud without affecting incentives'^. A 
tremendous educative campaign and organisational effort 

7. The rent may be limited to a certain percentage of produce or 
determined in some other way. It may be paid as an item of cost or as 
a share in profits after other costs including that of labour have been 
accounted for. The wages may be on the basis of daily work, or evaluated 
in terms of work-day units calculated ou the basis of the possible time 
required to complete a given task. 

8 . The amount of rent paid to members being gradually reduced and 
ultimately abolished. Be.sidcs, through pressure from above, members* 
rights in land are abolished. 

9. These resemble, very much, joint co-operative farms. 

10. In Mexico about 65% of the population depends upon agriculture 
and there is a largo class of landless men side by side with small and big 
landlords. Groups of co-operative settolments were established on lauds 
which either originally belonged to the eligible participants or were ex¬ 
propriated from the wealthy landlords on payment of compensation. 
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would of course be necessary to put this programme through. 
Successful joint co-operative farming also calls for certain 
preconditions such as good rainfall and soil, assured water 
supply, low incidence of natural and marketing riskSr 
marketing and credit facilities, substantial Government aid 
and social and educational facilities. The most important 
thing, however, is that the farmers must realise that 
pathological* farming as they are now carrying on individually 
would never lift them out of the bare subsistence level, if 
subsistence level it may really be called. Because of the 
stern necessities imposed upon them, the Swedish farmers 
have exhibited considerable solidarity in coping with their 
common problems. They are also traditionally freedom loving 
and individualistic as our own farmers ; yet they ardently 
seek security and have accepted co-operative farming as 
a better and wiser method. Indian peasants can be made to 
display such a solidarity in coping with their common 
problems if wo educate and persuade them. 

Should joint co-operative farming remain merely an 
economic objective to be judged only in terms of economic 
categories ? The answer is obviously *no*. In essence, joint 
co-operative farming is no more than an extension of neighs 
hourly relations. It does not do'away with peasant proprietor¬ 
ship or individual farming. It will gradually promote new 
social values and incentives. Co-operative farming, or for 
that matter, any typo of co-operative endeavour, should be 
accepted as a value by itself so that social change may make 
for the cohesion of all classes. Although joint farming as 
such may not be common in India, a close bond of co¬ 
operation has always knit together the rural community. They 
do freely exchange labour and implements and co-operate with 
each other in various other activities. When ■ this spirit is 
there, it would not be difficult to ingrain the idea of joint 
co-operative farming in our peasants not only as a more 
economical method of operation but also as a social value. 
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Perhaps, this requires a blurring of the sense of ownership 
implioitly without necessitating abolition of ownership as such. 
In fact only thus could total economic and social planning 
be reconciled with individual identity. And this would involve 
community direction of major farming decisions.^'’ 

Some Practical Difficulties : There are certain practical 
difficulties connected with the development of Co-operative 
Farming. In the first place, the love of individual possession 
is too deep-seated in the Indian peasant as it is elsewhere. 
In most countries only those forms of co-operation have 
succeeded which have enabled the peasant proprietors to buy 
their farm requisites and sell their products on more favourable 
terms than they could individually do without affecting their 
rights of ownership in land or product. All that it means is 
that economic gain is a powerful motive which can overcome 
many a barrier of prejudiee and predilection and can be trusted 
to wear down resistances. Therefore it has to be demons¬ 
trated to the Indian peasants that the factor of economic 
gain is present in the concept of Joint Co-operative Farming. 
It must be admitted that the results shown by the existing 
co-operative farms in India are not very encouraging in this 
respect. 


11. This has particular relevance to joint co-operative farms which 
are to be formed exclusively for landless labourers on surplus lands we 
intend to vest in the Panchayats. The Panchayat is the elected 
representative of the community. Perhaps joint co-operative farms on 
surplus lands exclusively for landless labourers would approximate 
**communal settlements*' of the type found in Israel ( kvutz 2 ), with the 
only difference that whereas in the latter even the right of 'each according 
to labour pat in* is denied, in India it won’t be. It may also take tbc 
form of “land sottlomont organisation" formed in Italy for the cultivation 
of lands expropriated from the big landlords. The settlements of these 
lands by groups of peasants organised in co-operatives is carried out by an 
agency. However, a pre-condition of the success of such cooperatives is 
a strong community feeling inspired by some strong cohesive force. 
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In the second place, there is the problem of utilising the 
surplus labour force in rural areas. In the agricultural 
sector, capital formation can bo promoted by placing into 
service surplus labour force, as a substantial part of capital 
investment in agriculture is still on labour. Land improvement 
by bunding^ by provision of irrigational facilities, etc. mainly 
require muscles. But the wages of surplus labour engaged on 
such operations would have to come out of the total produce 
of the cooperative farms and could not be much more than 
subsistence wages. In view of the existing restricted oppor¬ 
tunities, such labour may make virtue of a necessity and 
address itself to work aimed at land-improvement but one does 
not feel assured that the situation will bo willingly accepted 
by them and that they would keep on putting in their best 
until such time higher yields become a fact. 

There is one more difiBculty which would arise in the 
process of joint-farming. This has proved to be the rock on 
which the boat of co-operative farming has foundered in other 
countries. Differences in efficiency levels of individual 
members renders computation of their shares complicated. 
The 'limping partner” is a constant irritant to those intent 
on a march ahead. Soviet Bussia claims to liavc evolved a 
method whereby payment in exact proportion to an iridividuars 
efficiency could be ensured. However, this claim is contested 
by some eutside observers. It would be safe to conclude that 
evolving a really satisfactory method is no easy matter and 
in the absence of such an apparatus, more earnest and 
efficient members would have some heait-burning and their 
performance would tend to taper off qualitatively^*. 

Individual psychology and social tradition are formidable 
hurdles. Democratic framework makes for restraint of a 
kind and excludes the use of force or pressure. It would, 

12 . Report of the Syndioato (II) on Co-operative Farming, Indian 
Administrative Service Stafi College, Simla, March-July, 1959 p. 22. 
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however, be unduly pessimistic to suppose that human nature 
is not in the least amenable to heinf^ conditioned, that 
selfishness is its sole motivation and that human institutions 
and practices are not capable of evolution. The acceptability 
of co-operative farming by the large masses of farmers can be 
enhanced by a scrupulous adherence to ways of education 
and persuation. As they become effective, farmers would of 
their own volition come forward to band themselves into 
co-operative farms. We must be content to follow this natural 
pace of growth. Such farms would have an excellent 
demonstrational value and further spread of the idea would 
follow in the manner of a snowball. Nothing will do more 
harm to the cause than the slightest suggestion of pressure 
and coercion. Mechanical fixation and upgrading of targets 
will have to be avoided as it would force the pace and 
create scare and insecurity in the mind of the peasantry. 
Limited experimentation with a view to testing the utility 
and practicability of co-operative farming in this country and 
framing the ultimate policy in that light would appear to be 
indicated. In other words experimentation should not be 
confined to matters of detail but extend to policy itself. 
Intensive educative propaganda should be organised in the 
villages with a view to enlightening people as to the implica¬ 
tion of the programme. All aids—audio-visual and the 
printed word—should be pressed into service towards this 
end. A cadre of trained workers should be raised who would 
move about from village to village organising and conducting 
the said educative propaganda. Becruiting these workers from 
amongst the ranks of the panchas and other proven village 
leaders and training them would secure much better results. 
Government help must be freely available to all agriculturists 
regardless of whether they are members of co-operative 
farms or peasant proprietors. Any modification of this 
principle would amount to discrimination and indirect 
coercion. 
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Some Problems of Organisation : In organising co< 
operative fanning societies any attempt to subdivide the cultivated 
lands of a village into *new farming units' and 'old farming 
units' may create difficulties in the early stages. It means 
that small holdings should be grouped so as to form viable 
farming units". Ultimately it involves a distinction being 
made between the small and largo farmers. Such a distinction 
is likely to create in the minds of small farmers a distrust 
of the policy, creating more obstacles in the formation of 
co-operative farming societies. 

In the functioning of co-operative farming societies it is 
necessary to provide against any tyranny or mismanagement 
by the Managing Committee. To ensure their efficient and 
just conduct it is necessary to form a Vigilance Committee 
in each unit. Not only will these Vigilance Committees set 
at rest any fear that a group will try to dominate the 
co-operative, but it will help towards closer supervision and 
control over the affairs of the co-operative. The members of 
this committee should be elected periodically and should 
represent both land-owning members as well as landless 
members. The Village Level Worker and the Co-operative 
Inspector should be ex-officio members of the Vigilance 
Committees in their jurisdiction. They should be empowered 
to check the accounts of the societies. 

When new land colonisation schemes are started on 
Government lands assigned to the landless agricultural 
labourers or when ceilings on land holdings are imposed and 
the surplus land is distributed to the tenants or landless 
labourers, the land should be made over only to Co-operative 
Farming Societies. As these settlers have not developed a 
sense of possession over the land, it may be easier to 
introduce this type of co-operative straight away. If such 
Oo-operative Farming Societies are spread all over the country 
wo shall be able to gain some experience in the details of 
organisation of these institutions. 
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Whenever a member of a co-operative farming society 
v^ishea to discontinue his membership he may be allowed to do 
eo« He may be allowed to resume his land for individual 
cultivation, provided such resumption does not interfere with 
the proper cultivation and management of the co-operative 
farm ; in case the society is of the opinion that resumption 
of land is not desirable, the withdrawing member should be 
•compensated for the value of the land retained by the Society. 
The Society may also offer land in exchange on the periphery 
of the co-operative farm instead of giving cash compensation. 

It may sometimes happen that the owner of a land 
situated in the middle of a block offering itself to co-operative 
farming, may not be willing to join the co-operative. This 
may prove an impediment to the efficient management of the 
whole block. In such cases the co-operative should be legally 
enabled to acquire such land, paying compensation in cash or 
offering land at the periphery of the block. 

It is better to restrict pooling to the land ; experience 
shows that live-stock can be better looked after by members 
individually. While pooling the land it would be necessary 
to assess its productiveness so that the members receive the 
return for the laud in proportion to the land productivity 
contributed by them and not merely according to the acreage 
contributed. The members should also receive a return for 
the animals and implements used by them for the work of 
the co-operative farm. Their own labour may be valued not 
only by its amount but also according to its quality. Unless 
this is done there would be a tendency towards inefficiency. 
Assessing the quality of labour could be done by adopting a 
method similar to the 'norm* method used in China. 

Although normally a co-operative farming society should 
admit to its membership, all the landless agricultural labourers 
of the village, it may not always be possible to do so. The 
choice should be left to the society. Tenants shall have to 
be accepted as members. Problems may arise regarding the 
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share of the owners and the tenant in the return for the 
land. The solution should be to divide the return between 
the owner and the tenant in the same proportions to which 
they would otherwise be entitled ; i.e., under the existing 
practice or legislation.^® 

Service Co-operatives : The Nagpur Resolution set a 
target of covering the entire country with Service Co-operatives 
within the next three years. Since the economic-sized 
independently owned and managed farms are relatively better 
off, it w'ould seem desirable to concentrate our attention, 
until ceilings are imposed, on those farmers whoso holdings 
are small and who constitute a majority and are badly in 
need of assistance. In establishing service co-operatives, the 
emphasis has obviously to be on the provision of such 
services as are generally required by all members. By and 
large, the services which the farmers need most are ; 

(a) Supply of good seeds and fertilisers and the production 
of manures in the village itself. 

(b) Irrigation. 

(c) Credit and 

(d) Marketing, 

Seed should be obtained from Government farms and 
registered growers and multiplied at the village. For this 
the Society may select progressive farmers in the village and 
they should bo given every assistance in growing good seed. 
The seed purchased by the society should be distributed to 
its members in the form of loans in kind to be recovered 
after the harvest. 

Those societies should arrange to get chemical fertilisers 
from marketing societies or other organisations which are 
being run as agents of Government. In distributing chemical 
fertilisers, priority should be given to service co-operatives 
formed by small and medium farmers. Every society should 


Op. cil, pp. 20-27, 
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brganifle tbe production of organic manarcB locally through 
various means, e.g. green manuring, compost, night soil etcr*. 
A comprehensive programme for this should be prepared and 
implemented through its members. Co-operative irrigation 
taken up by service co-operatives has to be coordinated with 
land management programme, members joining together in 
digging of canals etc. 

The strength of the service co-operatives would largely 
depend on the strength of the credit they can mobilise. 
Obviously, all the credit requirements of such co-operatives 
cannot be met by the pooled credit of their members. There* 
fore, the co-operative bank must advance loans to Service 
Go-operative on a priority basis. State Governments must 
make it obligatory on the part of co-operative banks to extend 
credit to service co-operative societies. At the same time, 
effective steps should be taken for linking credit with 
marketing through marketing activities at the market level. 
Tliis has a double advantage. The members get an opportunity 
for collective bargaining and the storage facilities and advances 
given against crops deposited by members increase their 
staying power. 

A Brief Programme of Action : The objective of the 
Nagpur resolution is to reorganise our agrarian economy on 
a co-operative basis in as large a measure as possible and as 
short a period as practicable. It is to be translated into a 
plan of action. The Government has appointed a Committee 
under the Chairmanship of Shri 8. Nijalingappa to study the 
possibilities of Joint Co-operative farming and to suggest a 
working plan. While the report of this Committee would be 
eagerly awaited, it seems desirable to examine on what lines 
a sound programme can be evolved.^^ 

14, It is understood that the Committoo has come across over 80 cases^ 
of suooessful experiment in co-operative farming and that success has been 
attained vhere there was no dearth of local leadordiip and not muoh 
official intervention. 

6 
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There is considerable past experience and this must be 
drawn upon. Farther, there is considerable diversity of 
conditions between different parts of India and this must be 
fully taken into account. The programme has of necessity to 
be bold and comprehensive and also practical and flexible. 
Buch a programme must have two components. First, there 
are those distinct aspects of the rural economy which are of 
special or strategic significance to the farmer: marketing, 
processing and credit, for example, or production, storage and 
warehousing. Secondly, there are what may be called “stages'* 
of the plan from the point of view of action and achievement. 
The “stages'*, however, are not necessarily chronological in 
the sense of being successive phases of the programme. 
Bather they indicate a logical order implicit in the different 
aspects of the agrarian economy itself. Whore a region is 
economically and co-operatively developed, for example, all or 
most of the stages could start being implemented simultaneously. 

The first stage is that of a credit-cum*marketing and 
processing organisation. Without an effective co-operative 
marketing system linked with it, a sound structure is difficult 
to build up ; and wherever processing is an important activity, 
co-operative processing can become a central factor in building 
up and strengthening the credit and marketing structure. 
This coordinated system is the minimum essential for all 
further progress and the aim should be to cover every village 
and all rural areas with it as early as possible. 

Oo-operative credit is essentially a matter of local know¬ 
ledge combined with technical competence. To ensure the 
first, the coverage of a credit society should be compact. It 
is not possible for a small village society to make available 
adequate loans in cash and in kind, supervise their utilisation 
and also make timely recoveries. 

In relation to marketing and processing the area covered 
by a society will bo governed by such considerations as the 
location and area of marketing centres and the minimani 
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. needs of the eoonomio operation of the needed arrangements 
for processing. Societies in centrally located villages should 
be able to combine marketing and credit; elsewhere local 
societies could act, where required, as assembling agents of 
the Central Marketing Society. To act as assembling agents 
they will, however, need appropriate storage facilities. 

As the movement grows, a number of other functions 
could be combined with the primary ones noted above. These 
will chiefly be trading functions for satisfaction of the 
production and consumption requirements of members. A 
primary society will, in this context, act mainly as the agent 
of the higher purchase and supply organisation. 

The bulk of the members of a village society will be 
agriculturists. It may, therefore, be useful if the society 
undertakes such activities for the promotion of increased 
agricultural production as it can appropriately combine with 
its other activities. It may be pointed out that finance which 
adequately covers the current consumption and production 
needs of the agriculturist is itself an important instrument of 
a programme for increasing production. Also, some of the 
aspects of agency supply—as that of improved seeds, 
implements, fertilisers, insecticides etc.,—may be constituent 
parts of the production programme. The larger societies with 
ampler resources could take up other aspects of a programme 
for ^'better farming" such as arranging for technical advice ; 
the smaller ones could, at least, serve as vehicles of the 
dissemination of information and literature and provision of 
technical aid. 

Wherever co-operative sale and purchase and processing 
•organisations are developed. State trading should utilise these, 
preferably on .au agenoy basis,-for its purchase and sale 
;activities. Where the co-operative structure is yet undeveloped 
the operations of State trading should be directed towards 
building up, spreading and . strengthening the co-operative 
trading organisation. There are in some States grain galas 
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Trhich eonld be utilised tor organising the collection of food- 
grains in villages. 

There is an urgent need for a clear definition and 
articulation of the functions and operations of the Central 
and the State Warehousing Corporations and their coordina¬ 
tion with the system of co-operative purchase and sale. The 
location of warehouses owned and directly managed by the 
warehousing Corporations should clearly reflect this division 
of functions- The co-operative marketing societies should at 
the same time be enabled to have at every important 
primary trading centre adequate storage facilities. A 
programme directed towards this end should be completed 
within a short time. If the resources of the Warehousing 
Corporations are utilised towards financing this programme a 
useful link will have been established between the two 
systems. Organisation of these arrangements postulates the 
provision of marketing finance on a largo scale. The Beserve 
Bank of India and the State Bank of India will have to be 
associated in the systematic development of credit facilities 
for this purpose. 

An important feature of the present situation about 
processing activites is the existence of excess capacity. In 
the circumstances, instead of adding to existing capital 
equipment while setting up new co-operative processing units, 
it would be desirable if the co-operatives are enabled to> 
acquire the existing plants and equipments. 

The programme for attaining the goal of oo-operativa 
joint farming requires developments in other fields also. 
However, even before these developments take place, it would 
be useful to attempt a large number of experiments in joinfe 
farming spread widely over tbe country. The results of 
these experiments will provide highly useful data in 
constructing tbe details of the future programme. During 
tbe stage of experimentation, aids may be extended to the 
societies. There are some contexts in which such experiment 
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tat ion may prove specially appropriate. Where the State has 
any surplus, reclaimed or other area (e. g. the surplus lands 
when ceilings on holdings begin to operate) to bring under 
cultivation this should bo invariably attempted through joint 
farming. Also, in all villages where consolidation is being 
currently undertaken special efforts may be made to induce 
cultivators to experiment with joint farming in a compact, 
consolidated area. While the former indicates a situation in 
which the experiment will relate chiefly to co-operative 
farming by landless labourers, the latter will provide experience 
in relation to joint farming by cultivators 

Co-operation will grow in extent and intensity on the 
strength of the evident benefits which flow from it and no 
compulsion of any kind has any place in the approach that 
India has adopted. There will be full scope for experimenta¬ 
tion in different directions. The value of joint co-operative 
farming wiil be tested in different conditions. But the 
predominant pattern of co-operative activity in agriculture for 
several years, is likely to bo the Service Co-operatives. And 
such Service Co-operatives as I have noted above should be 
built up on the existing structure with modifications, wherever 
necessary, in the light of our past experience. 


15. In preparing this brief programmxzie of action, the author had the 
benefit of disoussions with Prof. D. B. Gadgil and Shii Y« Xi. Kehta. 



APPENDIX I 

Peasants' Attitude To Co-operative Farming 

The Department of Economics^ Lucknow TTniversity, 
recently conducted a study of the opinion and attitude of the 
village people in respect of various measures of land reforms 
and switch over to co-operative farming. The study which 
is part of the research project named "Next Steps in village 
India” is financed by the Ministry of Education and the 
University Grants Oommission and is the first of its kind. 

According to the inquiry, based on interviews with heads 
of some 3,o00 rural households (a population of nearly 20,000 
persons) in Eastern and Western U. P, in 1966-57, progressive 
land reforms and socialist transformation of agriculture along 
co-operative lines are the felt needs of the people with a 
high acceptability value. When asked to suggest three most 
important land reforms, 41% of the villagers suggested land 
redistribution, 24% a ceiling on holdings, 19% consolidation 
of holdings, 7% co-operative farming and 9% miscellaneous 
other reforms such as uniformity of land tenures, correction 
of land records etc. Co-operative farming is thus among the 
four most important land reforms suggested by villagers of 
their own accord. Obviously, a ceiling on holdings, land 
redistribution, and co-operativisation of agriculture are the felt 
needs of village people. Acceptability of these proposals as 
measured by positive responses to the specific reforms 
suggested by the interviewers is, however, very much higher 
than their spontaneous need as calculated above. In the 
sample villages of the Western U. P. 74% agreed with a 
ceiling on holdings, 73% with land redistribution, 65% with 
consolidation of holdings, 37% with joint cultivation or 
co-operative farming, and 41% with service co-operatives for 
joint ownership of costly farm epuipment. For all other types 
of service co-operatives the acceptability is as high as 80% or 


more. 
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The reporb points out that it will be necessary to dovetail 
the various measures of land reforms, ceilings, redistribution 
of land and consolidation of holdings as well as establishment 
of service co-operatives into a unified and integrated 
programme of co-operative farming. Individually, they might 
pull in opposite directions. For instance, consolidation of 
holdings before land redistribution simply tends to stabilise 
individual peasant farming. J/, on the other hand^ it follows 
land ceiling and consolidates the fields of co-operatives and of 
likely co-operatives (perishable individually in any case) only^ 
its leverage impact on co-operative farming would be very heavy 
indeed. It is equally necessary to redistribute lands released 
by enforcement of ceiling among those who are willing to 
pool their lands for joint cultivation. Service co-operatives 
should likewise be biased, in distribution of scarce and 
preferred resources including irrigation, in favour of the 
co-operative farmers. The report also suggests that State 
trading and grain-levy can also be utilised to smoothen the 
socialist transformation of agriculture, Certain practical 
considerations, particularly, (a) the preparation and implemen¬ 
tation of legislative and administrative programme in this 
context; (b) financial and real resources required to turn over 
to co-operative farming ; (c) the large requirements of trained 
personnel; and (d) inexperience of the working of the new 
system *on a large-scale in the country, necessitate that tho 
whole programme should be flexible and be adequately spread 
over a period of time. 

The immediate task before the State Government is, 
however, the fixation of a ceiling. And the report suggests 
the following criteria for fixing such a ceiling : (i) optimum 
resources allocation ; (ii) full employment, (iii) maximisation of 
rate of economic growth, (iv) social justice and least sacrifice; 
(v) organisation and (iv) practical utility. Family cultivation 
"^as to be defined precisely so as to exclude sub-letting, sharG-- 
cropping and cultivation through permanently hired labour. 
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Summary of Recommendations of Working Group 
on Joint Co-operative Farming 

The debate on co-operative farming, as it moved from 
Nagpur to the Lok Sabha, broadened into a nation-wide 
controversy. In June 1959, the Union Government set up a 
working group to study the working of existing co-operative 
farming societies and recommend measures to promote joint 
co-operative farming societies. 

In the first volume of its report,* the ten-member working 
group headed by Shri S. Nijalingappa, has outlined a 
programme indicating the preparatory work and other require¬ 
ments regarding composition, size, management, technical 
guidance, finance, training, education and research for the 
formation of co-operative farming societies. 

The group is of the opinion that in the absence of 
coordinated policy, the development of co-operative farming 
in the country so far has been somewhat sporadic and 
haphazard. Difficulties arise from a lack of proper appre¬ 
ciation of the subject in all quarters. The average farmer is 
afraid of a reduction in his income and the majority of 
official functionaries are not particularly helpful. The group 
is against any form of compulsion. In its opinion, existing 
legislation in some states in this regard though not enforced 
eo far should be repealed. 

The group lays down the following conditions for successful 
working of a society. 

(1) Provision of leadership largely by the members. 

(2) A broadbased membership with homogeneity of 
interest. 

(9) Viability and mutual knowledge as the prime consi¬ 
deration is determining the optimum size ; and 

* The Second Volume containing case studies was not availaMe when 
this book wont to Press. 
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(4) Equality of right to partioipafco in the management 
irrespective of ownership of land. 

The other broad conclusions of the group are as follows : 

<l) Fooling of land should ordinarily be for a period of 
five years. Ownership rights of the contributing 
members should not only be respected but also duly 
rewarded. 

(2) Man power should be organised in accordance with 
available scheme, number of working members and 
area covered. In the interest of better supervision 
and greater incentive, members may be organised into 
groups either on an ad hoc or seasonal basis. The 
produce of the group should however bo harvested 
and pooled. Absentees should not normally be 
admitted as members. Instead, their land should be 
taken on lease. The system of providing substitute 
labour should be discouraged. 

(5) Village and cottage industries should form an integral 
part of the scheme. The societies should ordinarily 
undertake labour intensive schemes. 

(4) Performance should be judged by the total income 
earned by members and not by daily rates of wages. 
Differences in skill and ability of workers should be 
evaluated and rewarded. A substantial part of the 
profits should go to members as bonus. Payment of 
bonus on the basis of land pooled may also be tried. 

(6) The Government should provide long and medium 
term loans not exceeding Bs. 4,000 to each society on 
the basis of production programmes. Government 
may also participate in the share capital of societies 
but such participation should be restricted to not 
more than Bs. 2,000 per society. This should however 
be retired after a period of years through redemp¬ 
tion fund or member’s contribution. Where necessary 
financial aid upto a maximum of Bs. 6,000 for 
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construction of godown*cam-oattle shecl sbibuld ;be 
given in the form of loans and subsidies. A 
managerial subsidy of Bs. 1,800 on a tapering scale 
for a period of three years should also be given. 

(6) Three hundred and twenty pilot projects, on the 
basis of one in every district, should bo carried out 
daring the next four years in selected N. E. S. 
blocks where co-operation has made good progress. 
Forty such projects may bo set up during 1960. Ten 
co-operative farming societies should be organised in 
each project area. 

The total outlay of the programme outlined by the 
working group would bo about Bs. 36’26 crores comprising 
Ea. 28*65 crores for assistance to the societies, Bs. 4*25 
crores for training and education and Bs. 2*35 crores for 
technical staff. 

The group emphasises that its recommendations need not 
be followed as a rigid pattern. Necessary changes to suit 
variations in climatic conditions, cropping patterns, etc. 
should be made maintaining the essential ingredients. The 
most significant observation of the group runs thus; "The 
development of co-operative farming could not be regarded as 
a series of isolated experiments or projects. A radical change 
in the structure of society and organisation of economic 
activity on co-operative lines could be brought about only by 
generating correspondingly powerful social forces.” 



CHAPTER VI 

COMMUNITY DEVELOPMENT 

The idea of Community Project Organisation and, later on, 
the National Extension Service, grew out of the many experioncee 
that India had after the achievement of Independence. Dried 
up fields, hungry mouths in millions, obsolescent factories 
with worn-out tools of production and, to crown all, mass 
influx of millions of our people in rags from Pakistan 
were what free India had to face. With the problem of 
immediate relief solved and in the wake of rehabilitation started. 
Independent India began to think in terms of rebuilding 
the country which was in ruins and of reawakening the 
people still in slumber. Came thus the Elrst Five-Year Plan 
—a piece of human patience, skill and endeavour, a 
documented account of the national resources both human 
and material, and the suggestions in respect of their optimum 
utilisation. A constructive revolution began. But the 
message of the revolution had still to travel to the rural 
millions who constitute more than 80 per cent ol India’a 
population shrouded in death-liko pallor and silence. It waa 
felt that no scheme of economic development of the country 
could fulfil its social purpose if it failed to overhaul the 
static rural sector. What was needed was a scheme that 
combined both the geographical and the functional approaches 
of existing State and voluntary schemes and some uniformity 
of organisation and methods in its implementation. It waa 
recognised that any such scheme, to be effective, should take 
cognisance of the- 'cultural preparedness' of the village for 
change ; begin with the 'felt’ needs of the villages ; aim at 
direct and fairly quick results to demonstrate usefulness of 
the programme ; and make sure of availability of supplies and 
technical services. The logic of the movement had to be such 
as would bring the people, the people’s representatives and the 
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people's servants together. Came thus the concept of 
Community Projects, a colossal constructive approach to the 
problems of rural develoment. 

The Programme aims at transforming the entire character 
of rural life and economy, largely by means of guided self- 
help and improved organisation. The objective is not only to 
promote material welfare by channelling to the people the 
benefits of science and new techniques, but also to create in 
the people the outlook and capacity which will enable them 
to understand and solve their own problems by co-ordinated 
and co-operative efforts. The main fields of activity are 
agriculture, animal husbandry and irrigation, which are the 
mainstay of rural life, but attention is also paid to the 
development of roads and other means of communication and 
to such items as health, education, housing and social and 
cultural activities. Consistent with the objectives of socialistic 
planning, special emphasis is being laid on the development 
of co-operatives, village industries and panchayats and the 
intensification of the programme among women and children 
in the tribal areas. The programme also seeks to find new 
sources of employment by helping to establish village industries 
and by providing training facilities to artisans. 

Evolution : Fiftyfive projects, conceived as the first 
instalment for the revitalisation of rural India were inaugurated 
on October 2, 1952, Mahatma Gandhi's birthday. 

The people’s response and enthusiasm were unbounded. 
Boads began to be built ; schools, community centres, hospitals 
rose up overnight. Demonstration farms, breeding and arti¬ 
ficial insemination centres, fruit and vegetable gardens and 
nurseries began to spring up. New village wells, recondition¬ 
ing of old ones, paving of village lanes and drains assumed 
the form of a new ^rnass movement. Men and women, old 
and young, came in thousands and plunged head-long in the 
unique experiment. There was instantaneous demand from all 
parts of the country for the extension of the programme. 
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The resources of the Government were limited. The 
shortage of technical personnel was greater still. And yet the 
people’s demand was irresistible. They could not be told to 
wait till the resources in trained men, material and money 
wore available for the new projects. The alternative was to 
initiate a modified programme of more intensive development. 
The Government chose the second course of action. 

India's bold and constructive approach to her development 
problems evoked great interest in America. They offered aid 
and ideas with the clearest understanding that no political 
strings were attached to such offers. One such idea was that 
of the organisation of National Extension Service.^ The idea 
was appreciated and given good thought to make it feasible 
under Indian conditions ; it was very simple and yet effective. 
The idea of National Extension Service brought home one 
fact, viz. that the rural life was an integrated feature and 
any attempt to bring a healthier change in it by piecemeal 
efforts was bound to end in frustration. What was actually 
needed was that all the development departments of the 
Government should act unitedly through such an agency as 
could coordinate their activities to the greater benefit of the 
rural masses. Such an agency was further expected to bring 
to the door of the farmer the results of the various researches 
and demonstrate them actually, and approach the villager 
with a helping attitude and a missionary zeal for resolving 
his problems clarifying his doubts and removing his supersti* 
tions. And so, the idea of National Extension Service, so 
eminently suited for agricultural countries and having proved 
a great success in the country of its origin, America, 
was readily adopted by the Government of India and the 
details were chalked out by the Planning Commission.* On 

1. The nuoleus of such an organisation had been enunciated by Bhri 
y. T. Krishnamaohari in the Bepoit of the Grow More Food Committee. 

2. It may be pointed out that the American Extension Agency is for 
Agriculturo only while the Indian concept covers a wider field including 
education, health, industry, oommunioations etc. 
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' October 2, 1953, exactly one year alter the launching of the 
Oommunity Frojocts, the National Extension Service was 
inaugurated. This is now intended to be the permanent 
pattern of rural administration in India and a concrete 
expression of the ideal of Welfare State visualised in our 
Oonstitution. 

Under the National Extension Service, a diluted programme 
of rural development called Extension Programme was taken 
in hand. The ideal and the objectives of the Extension 
Programme are the same iis those of the Oommunity Projects. 
The two programmes are co-extensive. The National Extension 
Service is the basic organisation on which has to bo built 
the living structure of the Community Projects. Without the 
Oommunity Projects, the National Extension Service is in 
danger of becoming a routine organisation without the breath 
of life in it. In fact it has been laid down that every part 
of the country will be subjected to both the processes. The 
stages of progress wore originally proposed to be as follows 

(1) extensive development under the NES programme ; 

(2) intensive development under the Community 
blocks ; and finally 

(3) the return to the NES programme as a permanent 
feature of rural development throughout the country. 

It was later on felt that development activities in the 
rural areas must be intensive, continuous and of substantial 
duration so that the urge among the masses for a better and 
richer life may adequately be met and the economic level of 
the villagers raised. The Balwantrai Committee felt that 
'target orientation* *'was making us clutch at the shadow of 
the idea while the suhstanco was slipping by®*’. Following 

8. The U. N. Mission which recently studied India's Oommunity 
development Progammo has also observed that a too fast and unrealistio- 
rate of expansion can only multiply existing difficulties and create illusory 
coverage achievement. The Mission has urged the Qovornmont of India 
'to consider whether for several years to come, expansion should proceed 
.at the rate accepted for 1959 (300 blocks) or whether the additional efforts 
should rather bo concentrated on consolidating the existing blocks. 
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Hhe rooommeindation of the committee it has now been decided 
that the programme would be implemented in two stages of 
five years each. The first phase would be one of intensive 
development. Before the commencement of the first phase in a 
Block, there would bo a pre-extension period of one year, 
primarily for commencing agricultural programme. As the 
revised programme is intended to bo executed within the 
present allotment of Bs. 200 crores provided in the Second 
Plan, a certain staggering of the Plan coverage becomes 
inevitable. The complete coverage will now bo achieved by 
October 1963 instead of April 1961. The revised schedule 
will help overcome the present shortage of trained, basic and 
supervisory personnel and will also tone up the working of 
the programme by avoiding the recruitment of workers of 
marginal calibre and qualifications.^ 

Organisation : Of considerable interest to all observers 
and students of the Community Development Programme is 
the problem of co-ordination of the various activities falling 
within the sphere of the development departments. The broad 
organisational pattern which has been evolved through years 
of trial and experimentation has, however, worked (airly 
satisfactorily. The programme of development is closely 
integrated, comprehensive and multifrontal. The need for 
integration and co-ordination is thus obvious. The adminis¬ 
trative pattern in the village in which several development 

4. The fifth Evaluation report on the working of Community Projects 
and NES blocks pointed out that even after bo many years of operation, 
the movement sullored from shortage of trained personnel, particularly 
block development offioers, agricultural specialists and village-level 
workers. It also emphasised that the oduoational eiTorts of the staff and 
the radiational infinonce of the work done had not been oficctivo enough, 
it also pointed out that democratic dooentralisation, pooling of reBOuroo0> 
6f block and development department etc., which wore envisaged in the 
^e-organised programme would require block development offioers of a 
iauoh higher calibre. 
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fanotions are performed by the Tillage-level worker is, therefore^ 
reflected in the administrative organisation at all levels. 

The workers at the village level, otherwise known as the 
village-level worker or Gram Sevaks const itate the most vital 
link in the whole chain of development functionaries today. 
Thoy act as guides and friends to the rural folk, tackling all 
the major problems of their living and link them up with the 
specialists and experts entrusted with the solution of the 
problems. Each Gram Sevak looks after lour or five thousand 
people and he is assisted in technical matters by specialists 
known as Extension Officers. The Extension Officers are co« 
ordinated by an Administrative Officer known as the Block 
Development Officer. The Block Development Officer is 
supervised by the Collector of the district, who has the new 
responsibility to function as the District Development Officer^ 
At the State level the Development Commission co-ordinates 
the work of the various development departments. At the 
Centre, the Ministry of Community Development co-ordinates 
the work of the Ministries concerned with the Community 
Development Programme. Kon-official agencies of the people, 
Panchayats and co-operativos are also associated with the 
programme at every step of the ladder. 

Democratic Decentralisation : As the years went by 
it was found that even though the programme bad brought 
about immense physical changes, it had largely failed in 
developing a sense of local responsibility. When authority as 
well as the administration of authority are excessively 
centralised, when things are done 'to' the people and not 
'with' them, demooraoy loses much of its utility. The major 
finding of the COPP Study Team was that in most oases, 
local representatives of the people had nOt been consulted 
either in the formulation of schemes or fixation of targets. 
The Committee pointed out that while delegation of powers 
progressively to lower levels of executive machinery was 
taking place, decentralisation of responsibility and power bad 
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not taken place below the State level in recent years. This 
had stood in the way of adequate appreciation of local needs- 
and circumstances. The Oommittoo, therefore, stressed the 
need for devolution of power and decentralisation of machinery 
and urged that such power he exercised and such 
machinery controlled and directed by popular representatives, 
of the local areas. 

To this end, the team suggested that the Government 
should divest itself completely of certain duties and respon¬ 
sibilities and devolve them on to an elected self-governing 
body which will have the entire charge of all development 
works within its jurisdiction co-extensive with the development 
block. The functions of this body, which is to be constituted 
by indirect selections from the village panchayat and called 
the 'panchayat samiti\ should cover the development of 
agriculture in all its aspects, animal husbandry, promotion of 
local industries, public health, welfare work, administration 
of primary schools and collection and maintonanoo of 
statistics. The panchayat samiti will also act as an agent of 
the State Government in executing special schemes of develop¬ 
ment entrusted to it. It will thus be a statutorily powerful 
instrument of local people’s will, which should ensure that 
the expenditure of its resources upon local works conforms 
to the wishes and needs of the locality. The resources would 
also be statutorily fixed so that it may not have to look to 
the Government for its finances. It will draw its revenues 
from its own levies, which have been laid down in the Study 
Team's Report, and from Government grants. All Central 
and State funds to bo spout in a bloak should invariably be. 
assigned to the Samiti to bo spent by it directly or indirectly. 

Below the Samiti there will be the Village Panchayat and 
above it the Zila Parishad. To ensure the necessary 
co-ordination between the Panchayat Samities the Team 
suggests the setting up of a Zila Parishad consisting of the 
Presidents of the Samities concerned, members of the State 
6 
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Central legislatures representing the areas and the district 
level officer, the District Collector being the chairman. 

Dealing with Village Panchayats and their functions the 
Team recommends that those Panchayats should be used as 
the agency for the collection of land revenue and be paid 
some commission. For this purpose, the Panchayats may be 
graded on the basis of their performance in the administration 
and development fields and only those which satisfy a certain 
basic minimum efficiency will be invested with this power. 
The Village Panchayats in their turn will receive from the 
Panchayat Samiti a statutorily prescribed share up to three- 
fourths of the not land revenue assigned to the latter. 

Apart from the organic link between the Village Panchayats 
and the Panchayats Samiti^ it is necessary that a similar 
connection should exist between the Oram Sevak and the 
Village Panchayat, This, the Team says, can be secured by- 
making the Oram Sevak the Development Secretary of the 
Oram PanchayaU or if there are more Panchayats than one, 
of Committee of Village Panchayats within the jurisdiction 
of each Gram Sevak. This Committee, composed of Sarpanches 
and Up-Sarpanches of each of the Village Panchayats^ 
should co-ordinate the budgets and formulate and execute 
the plans of all the Village Panchayats in the circle. Of this 
Circle Committee, the Gram Sevak should be the Development 
Secretary. He will thus ensure that his own activities and 
the programmes of the various Village Panchayats are in 
complete consonance. The Team is of the view that if this 
experience of democratic decentralisation is to yield maximum 
results, it is necessary that all the three tiers of the scheme, 
namely, the Village Panchayats the Panchayat Samiti and the 
Zila Parishad should be started at the same time and 
operated simultaneously in the whole district. 

The Study Team’s recommendations relating to democratio 
decentralisation by transfer of authority to people's institu- 
tiojis, at the block and district levels, have boon criticised by 
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some on three grounds : that it would result in a fall of 
efficiency ; that it would breed corruption ; and that a block 
area may not be able to find competent persons in adequate 
numbers to function as chairman and members of this block 
authority. These apprehensions seem exaggerated. Bureaucratic 
approach more or less leans on the side, of least possible 
delegation in the name of uniformity, standardisation and 
apprehension that things will not be properly done. Behind 
this, however, is a lack of emotional maturity, a conviction 
that *Vhat is in the interest of all must and can only be 
done in the best way and to the satisfaction of all by every¬ 
one participating in its achievements.*' To put it straight, 
rural developmental works are possible only with local 
initiative and local discretion. Efficiency of a local self- 
governing body largely depends on the size of its area of 
operation, the powers it can wield, the finances it has at its 
disposal and the co-operation and guidance it receives from 
the Government officials. The Study Team's recommendation 
seeks to strengthen the Panchayats in all these respects so 
that inefficiency, if there is any, can be but only temporary. 

Secondly, elimination of corruption in a country like India 
is possible if only the electorate knows at least by name the 
persons in whose hands they have placed power and keeps 
jconstant and intelligent vigilance on them. Now that power 
would devolve on persons residing nearer home and more or 
dess intimately known to the electorate, the latter would have 
:a better chance to keep a sharp vigil on the day-to-day 
functioning of their representatives, thereby removing, to a 
large extent, possibilities of corruption. 

Thirdly, the Team has rightly observed that if the country 
had found competent persons to take charge of its affairs at 
other levels, the needs and circumstances of the block level 
body would discover adequate personnel within its area. 
Leadership would grow automatically when everyone in the 
village starts feeling tliat he or she is part of a much wider 
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society and has rights and obligations transcending his or her 
immediate interests. Hitherto, the bureaucratic approach,^ 
because of its very nature* has failed to infuse this ‘feeling^ 
in the local people and, consequently, many a potential leader 
has remained frustrated. Local self-government is the beat 
training ground for public work in State and Central spheres. 
The block area should indeed attract young, enthusiastic men 
and women who would some day become members of State 
Legislatures and of Parliament by virtue of good work done 
and training received as members of Panchayat Samities, 

Democracy not only influences the amount of initiative 
exercised by permitting a larger number of sources to operate ; 
it also influences the number of people willing and capable 
of exercising initiative. A large number of people—self-reliant^ 
willing to make decisions, and in possession of the necessary 
skills for making decisions—is thus both a necessary 
condition for the maintenance of democracy as well as a 
consequence of it. It is in this connection that the decision 
to vest in Panchayats wide powers and functions is viewed 
with concern by a section of critics. According to them, 
the Indian Panchayats are too ill-equipped to handle such 
wide range of functions starting from supervision of land 
reforms to the planning of agricultural production. What 
these critics fail to see is that there are so many things ta 
be attended to, so much to be dene at the village by tha 
Panchayats that a categorisation of their functions has not 
much meaning. That the Indian villager has to be guided 
and trained to undertake the responsibilities of administration 
that decentralisation entails is accepted by everybody. 
Responsibilities create confidence ; and we all learn by 
mistakes. Experience shows that where confidence has been 
reposed in Panchayats, they have achieved what even other 
official agencies failed to achieve. Oaution is needed not so 
much in imposing responsibilities on Panchayats but in 
making sure that these institutions function uninfluenced 



GOMMUKITT DSVBLOPMENX 


85 


by any vested interests. There have been instances of 
what may be called Eulakization of Panchayats, Such 
Kulakization can only be prevented tlirou”li effective imposition 
of ceilings on land incomes, development of various types of 
co-operatives and such other steps intended to l)roak the hold 
of the propertied interests on the rural community. In this 
respect, the development of village institutions like Panchayats 
and Co-operatives are inextricably interlinked with speedy 
implementation of land reforms. 

On the basis of the recommendations of the OOPP Study 
Team, authority is now being gradually transferred to 
statutory elective local bodies and efforts are being made to 
cover all the block areas with statutory Panchayats and to 
increasingly associate the existing Panchayats with the 
development programme of the villages. Nine States out of 
fourteen in India such as Assam, Andhra Pradesh, Madras, 
Mysore, Madhya Pradesh, Bajastlian, Kerala, Orissa and Uttar 
Pradesh have already enacted legislation in this regard. The 
aim of democratic decentralisation is obviously to enable the 
local inhabitants not only to actively participate in local 
development works but also to learn how democracy works 
in a context that is not too wide and too complex for them 
to understand. 

New Role : Because of its sheer magnitude, the 
Community Development Programme cannot but involve a 
process of trial and error. Every year an independent body 
called the Programme Evaluation Organisation sits in 
judgment upon what has been achieved, points out short¬ 
comings, demands improvements. While work goes on in the 
field, this organisation thus helps the policy-makers with 
periodic assessment of the programme. The unsparing 
'achievement audit', provided by the annual reports of the 
Programme Evaluation Organisation and the findings and 
recommendations of the Balwantrai Mehta Committee have 
largely helped to streamline the programme. 
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At the inception, the role of the Ministry of Community 
Development was to serve as a “Messenger Boy Organisation*' 
serving as a liaison between Central Ministries on one hand 
and the State Development Commissioners’ organisation and 
the State Government on the other, in furtherance of the 
policy of Government, namely, “Community Development is 
the method and Eural Extension the agency to initiate a 
process of transformation of the social and economic life of 
the villages”. The development block provided tho agency 
through which bulk of the development work under the plans 
of the Central Ministries and the State Governments was 
intended to be channelised. In this way the Ministry has 
helped in building up an extension organization and providing 
the co-ordinating machinery for the various Ministries and 
departments of the Government for implementing tho Plan. 

On the above role of the Ministry tho COPP Study Team 
recommended as follows : 

“A corollary to the foregoing observations would bo that 
whatever work tho Central Government is to perform in 
the fields of agriculture, social education, health, rural 
industries etc., should be performed by the Ministry 
concerned and tho Community Development Ministry would 

only co-ordinate their activities in the block areas. 

Simultaneously, we arc aware that certain aspects of rural 
development cannot receive adequate attention in the 
Ministries in which they are at present being dealt with. 
In particular, we mention co-oporation and rural self- 
government institutions. These two are so closely connected 
with the programme of community development that we 
consider that it would bo useful if they are brought under 
one Ministry—Tho Ministry which deals with the 
co-ordination of rural development activities all over the ’ 
country. Wo have earlier urged that all development 
work should in future be the primary responsibility of 
village panchayats and panchayat samitis. Wo have also 
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stressed the comparative neglect of co-operative organisa¬ 
tions and their importance in the field of rural production. 
Bringing these two subjects at the policy-making level 
tinder one common Ministry, also empowered to co-ordinate 
rural development activities, would, in our opinion, ensure 
more efifective work at the Centre and in the States.*’ 

In pursuance of the above recommendations, work relating 
to the two basic institutions namely, "Vanchayats* and 
“Oo-operatives” has already been transferred to the Ministry, 
The main emphasis in the Ministry will now necessarily 
be on the build-up of the people’s institutions such as the 
panchayats, the co-operatives and other “Associate” organisa¬ 
tions, and their higher echelons at block and district levels. 
The build-up will necessarily have to be accompanied or 
preceded by training of the people, their representatives as 
also the Government servants all along the line for the new 
attitude and work expected of them apart from their usual 
training in subject matter and the philosophy of the 
programme. All other activities in the Ministry must bo so 
designed as to be subservient and conducive to the develop¬ 
ment of the community and the community organisations 
implied above. 

As a corollary the role of the technical advisers in the 
Ministry will primarily be : 

(1) To draw up an extension programme which can be 
implemented by people’s organisations in C. D. Blocks 
based predominantly on people’s own labour and the 
nucleus funds which we have in the G.D. Budget 
practically in every field and to supervise the imple¬ 
mentation in the field. 

(2) To help Central Ministries to promote research in the 
problems encountered in the field, and to help extend 
the results of research to the field. 

(3) By way of sample study to discover difficulties and 
problems faced by people’s organisations in the 
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implementation of programmes and to reflect these 
to the Ministries concerned with a view to help 
mould central policies so as to make these more 
conducive to the people's requirements. 

(4) To influence the formulation of the approach to the 
Third Five Year Plan so that there would be an 
assurance of a minimum level of development through¬ 
out the countrj^ and that the States* programme 
will ho built up to the maximum extent possible in 
terms of the blocks ; also to bo in continuous 

contact with the Ministries concerned with a view 
to assisting them in the initiation and formulation 
of the Ministries programmes in their respective fields. 

It will also bo the function of the Ministrj^ ; 

(1) to help supervision by the appropriate Ministry in 
the Centre of its substantive programmes in the States ; 

(2) to facilitate the block being treated by the department 
concerned in the States as a unit for planning and 
development ; 

(3) to formulate through the Central Institute of Study 
and Eesearch a programme of training of high level 
officers and non-officials, and also to promote research 
in methodology in association with the Universities, 
State Governments, Our Training Centres, and other 
Institutions. 

It is further recognized that people’s organisations, which 
are the main assignment of this Ministry, cannot grow to 
their stature except through the day to day experience of the 
implementation of programmes which they can carry out on 
their own with technical guidance from the block staff and a 
modicum of financial assistance such as the C. D. Budget 
already provides. 

It is believed that, by functioning in this manner, the 
Community Development Organisation should, besides promoting 
the growth of basic rural institutions, be in a position to 
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reflect the will and problems of the people in respect of the 
whole gamut of rural development. 

Achievements : The programme covered 2,56.3 block or 
3,39,734 villages and a population of 17*29 crores or 59 per 
cent, of the rural population on January 1, 1959. The 
Government expenditure on the programme amounted to 
Rs. 128*9 crores (exclusive of cost of imported equipment) up 
to the end of March, 1959. During the same period, people's 
contribution has been valued at Es. 73*9 crores, equal to 67 
per cent of the Government expenses. The programme received 
an external assistance of about Rs. 9*1 crores under the 
Indo-XJ. S. Technical Assistance Programme up to the end 
of March 1959. But it is not so much the expenditure 
incurred or the physical targets achieved which is important. 
What is significant is that it has brought about a profound 
psychological change in the rural people and the incentive to 
change has been firmly embedded in rural India. 

U. N. Mission’s Findings : India’s Community Develop¬ 
ment Programme has been hailed by a United Nations 
Evaluation Mission as * one of the major experiments of the 
20th century** the results of which are of ‘world wide 
interest’. “No country has undertaken community development 
on as wide a scale as India”, observes the Mission in its 
report to the Government. Organised at the request of the 
Government of India by the United Nations Technical 
Assistance Administration, the Mission consisted of Mr. M. J. 
Ooldwoll (Canada), Chairman ; Professor Bene F. Dumont 
(Prance) and Dr. Margaret Read (U. K.). The Mission was 
assigned to assess the community development programme; 
its basic objectives, its impact on the process of general 
development and of changing attitudes in the villages, its 
capacity to contribute to the economic advancement of the 
country and the results so far achieved. The Mission arrived 
in India on December 5, 1958 and spent about three months 
in studying the programme. 
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Tha Mission has looked afc the wliole movement; from threat 
distinct angles : Community Development as a problem in 
administration ; as a multi-purpose agency of economic and 
social development ; and as a mechanism to provide scope for 
popular participation in national development. 

The Mission recognises that the problem of change is 
particularly difficult in Indian villages where the force of 
ancient culture is still strong and pervasive and where two 
of the major traditional systems—the land tenure and the 
caste systems—are inherently conservative and opposed to 
change. While change can be brought about by compulsion, 
the Mission points out that India has chosen the way which 
involves local initiative and voluntary co-operation. 

The Community Development programme, according to the 
report, “represents an effort of unprecedented magnitude to- 
establish a progressive system of agriculture in a land of 
impoverished soil and a more democratic social structure in 
a hierarchical (caste) society.*’ 

Although the programme was initiated and undertaken by 
the party in power, the opposition parties, the Mission 
observes, also support it as a whole and only criticise its 
ehortcomings and inadequate implementation. Since all parties 
support planned community development, the Mission suggests 
that M. P.’s and M. L, A.’s might assume oven greater respon¬ 
sibility for leadership in this movement. 

The rate of expansion of the programme, in the opinion 
of the Mission, will be “crucial” to the ultimate success of 
the programme. 

The Mission emphasises that underdevelopment of land is- 
largely a result of under-investment and that building up of 
village industries is a question of employing not only men 
but also machines. It complains that investments made so 
far have tended more in the direction of roads, wells, and 
schools, etc., rather than in the direction of agricultural 
improvement. While it would be agreed that more investments. 
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should be made for agricultural improvements, one cannot 
quite accept the view that constructin'* brick and tile schools 
or paving of streets have been altogether futile and that the 
provision of such village amenities including the construction 
of Fanchayat buildings might be delayed. The dearth of 
financial resources, internal as well as external, and the 
strict limits on deficit financing imposed by the existing 
conditions, make it imperative that arrangements should be 
made for augmenting and mobilising manpower and material 
resources, to the maximum extent possible. In India not 
only part of our surplus manpower should be engaged in tlio 
building up of social overheads, to some of which the Mission 
raises objection—but agricultural productivity itself can be 
improved by a better organisation of manpower than by 
making monetary investments as such. It may also be 
stressed that village amenities such as school buildings, 
Fanchayat Qhars, etc., provide an incentive for greater 
productivity and cfTicienoy and we cannot therefore relegate 
them in our scheme of priority. 

The Mission regretted that it could not find many 
community development projects in the village industries 
sector with a definite link with urban markets. It feels that 
plans and training for small-scale industries in the rural 
areas should be made in the light of new souroos of power 
that may become available in the next few years. It is hoped 
that the Ministry of Community Development is aware of 
these shortcomings and is taking steps to develop rural 
industries in the right direction and is also reorienting 
training schemes. 

The Mission appreciates the fundamental importance of 
co-operative endeavour in community development. It 
commends efforts to promote service co-operatives as an 
aspect of community development for collective purchase and 
sale and joint use of equipment (such as pumps and, in due 
course, tractors). 
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Marketing oo-operatiyes, the Mission feels, should form 
a major element in any plan for the marketing of agricultural 
production, particularly of foodgrains and producer co¬ 
operatives should be the foundation of a national marketing 
plan. The current proposal for State monopoly of the grain 
trade cannot succeed, the Mission observes, unless there is a 
vast network of local co-operatives for storing and selling 
grains. Indeed, the institutions through which the village 
community—the farmers, the artisans and the landless 
labourers—functions are invested with the highest importance ; 
and the force and significance of the co-operative approach in 
this context is being gradually recognised by our Government. 
It is with the view to increase the strength and cohesion of 
the village community, to make the best use of the resources 
available to it, both for raising its own level of economic 
well-being in terms of employment and income and to ensure 
that the wheels of the nation’s progress moves smoothly and 
fast, that wo have launched the co-operative programme.. 

The Mission rightly stresses that for the success of 
co-operatives, education of members, initiative and energy in 
the administrative personnel and advanced commercial training 
for managerial staff are essential. 

The Mission lays particular stress on the development of 
Panchayats and observes **panchayat3 are so important in 
laying the foundation of village government that they should 
be able to roly to an increasing extent on their own activities 
for the welfare of the country. They are to be charged with 
making development plan at the village level. The State 
might consider returning to the Panchayats a larger 
percentage of the land revenue.” Panchayats have already 
been assigned the role suggested by the Mission and the 
•question of strengthening the resources available to them has 
also been taken up. 

The Mission’s warning that ''crafts making use of subsidies 
Ao preserve outmoded methods would be a dangerous 
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hindrance fco Indian economic development'’ appears 
unduly harsh. Indian village economy has been traditionally 
craft-oriented and their gradual decay under the alien rule 
shattered the village economy. Millions still earn their 
livelihood through handicrafts and like other industries, and 
a measure of protection to these, in our opinion, is not 

unjustified. It is of course necessary to improve the technical 

eflBciency of handicrafts to increase productivity per worker 
but wo do not think growth of handicrafts constitutes a- 
‘'dangerous hindrance to Indian economic development”. 

The Mission’s view that 26 per cent of the total staff in 
some State is redundant and may be retrenched, is easier 

said than done. It is difficult to retrench staff these days 
and since the Mission itself finds that "there is a paradoxical 
situation in which there is both overstaffing and understaffing”, 
what appears redundant in one State may be shifted to 

another where there is a dearth of personnel. And as a long 
range policy emphasis may be put on careful selection and^ 
proper allocation of jobs. 

The Mission supports the principle of voluntary service 
and considers an all-India plan to utilise manpower as an^ 
urgent requirement. The Government, it says, may consider 
whether the time is not ripe for a National Youth Service 
for specified age-groups. 

In the opinion of the Mission, there are two main aspects 
of women’s programme. One is the need for teaching skills 
to women who must earn cash for the sake of their families ; 
the other is the integration of teaching of women with that 
of men in respect of the improvement of household premises 
and family life in terms of food, health, etc. 

The Mission is particularly impressed by the attention 
paid to training schemes and feels other countries, less 
advanced than India establishing a community development 
movement, will find the training scheme in India of great, 
value. 
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Impact of the Movement : Beferring to the change 
in people's attitude brought about by the programme, the 
Mission endorses the findings of various research institutes 
that in Community Development areas farming families are 
reducing their expenditure on ceremonies like weddings. 
Instead they are putting money in improvements of land and 
farms. In its direct contacts with villagers, the Mission 
noticed that the shackles of the old bondage, of dependence on 
monsoon rains were being slowly loosened, demand for better 
seeds and insecticides was growing and the fatalistic attitude 
towards disease was disappearing. Although changes in the 
social sphere appeared slower, village families were sending 
their girls to schools and early marriages were on the decline. 

The movement has thus caught the imagination of most 
people in India—even of the conservative villagers—tradition 
ally suspicious of government and of government officials. By 
slow degrees the villager has begun to realise that this new 
movement for rural uplift is a continuously operating process 
which will not be baited until its objects are achieved ; that 
it is a movement which produces tangible improvements which 
he can see with his own eyes. Qe has not changed overnight 
his attitude towards officialdom ; he will still chuckle when 
something goes wrong with the demonstration plots so that 
yield is poorer than that which his own traditional practice 
provides : he is inclined to take refuge in his massive rustic 
obstinacy from the efforts of the young, earnest and 
enthusiastic village level workers to persuade him to depart 
from ancestral customs. But more and more the villager is 
coming to appreciate that the whole movement is intended to 
do him good.^ The essence of the movement is not only to 
help the people doing things but to burden them with respon¬ 
sibilities and bring forth the best in them. It also involves 
not only a harmonisation of efforts but clearing much of the 


D See Appendix 1 
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igarbago in the thinking of India’s rural masses. The approach 
calls for a great degree of tact and knowledge so that the 
result achieved is not so much a wholesale uprooting of 
village customs and culture as a reorientation of outlook to 
make the masses a live instrument in our social engineering. 
For, the rural transformation in India is essentially a 
cyntbesis of the creativity in the occupational and cultural 
patterns of the past with the present economic needs of a 
Welfare State. 
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Impact of Community Development on 
Farm Production 

A study of agriculburo in the village Son, in the N. E. S 
Block, Kheragarh in U. P., recently conducted by the 
Institute of Social Sciences of the Agra University, shows 
that the Community Projects and National Extension 
Programme have led to a change in the pattern and volume 
of its farm production. The total area under the Babi crop, 
the study reveals, has increased from 55*8% of the total crop 
to 66*4% and the area under Kharif crop has shown 
decline from 44'27o to 33*6% of the total crop area. As a 
result of better irrigational facilities* made available to the 
farmers, significant changes have been brought about in the 
cropping pattern. The farmers have taken to the growing of 
cash crops to a marked extent. Some crops which were not 
grown so far, namely, mustard, potato, petha and cotton, have 
been introduced. The area under cash crops has increased 
from 3*3% to 17*6% of the total crop area. The new cash 
crops occupy IG’6% of the total crop area. Among the 
different-size groups, namely below 10 acres, 10-12 acres, 
20-30 acres and rbove 30 acres, the percentage comes to 
10*8%, 18*0% and 19*5% respectively. This shows that there 
is a direct relationship between the percentage area under 
cash crop and the size of the farm—the larger the farm, the 
greater the degree of cash crop and commercialisation. 

The changes in the pattern of farm production are being 
judged from the study of three tendencies : (1) changes in 
the cropping pattern indicated by the trend in the area under 
different crops, (2) change in the extent of double cropping 
and (3) change in the agricultural practices. There has been 
a very marked change in the extent of double crop area 
during the four years of developmental activities and there 
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has heen a net increase of double cropping by 10'7%, Herer, 
however, the process is reversed, the smaller the farm size 
the greater is the double cropping. 

The overall agricultural production including the produc¬ 
tion of newly introduced crops mentioned earlier has increased 
by 121*4%, whereas the total acreage sown has increased by 
12'4%. In the case of old crops, however, the total production 
has increased only by 22‘4% over the previous productions. 
Another fact brought out by the study is that farmers have 
become more fertiliser-minded and most of the fertilisers are 
applied in crops like wheat, mustard, potato and cotton. The 
per acre yield of wheat, gram and barley has increased by 
63*7%, 28'6% and 32‘6% respectively whereas that of Jowar 
and Bajra has gone down by 41*9% and 37*6% respectively. 

APPENDIX n 

Community Development in Backward Areas 

The Ministry of Community Development and Oo-operation, 
in co-operation with the Ministry of Home Affairs, launched a 
new scheme—the Multi-purpose Tiibal Blocks—in 1956. 43 
Blocks in tribal areas, each having an average population of 
25000, were allotted to different States with the provision of 
of Rs. 27 lakhs (Rs. 12 lakhs from the Ministry of Community 
Development and Co-operation and Rb. 15 lakhs from the Ministry 
of Home Affairs), each for a period of five years. The selection 
of blocks was done in consultation with the State Governments. 

The guiding principle in the working of these blocks 
would be the following five principles ; (a) People should 
develop along the lines of their own genius and nothing 
should be imposed on them. The traditional arts and culture 
of the Adivasis are to bo encouraged, (b) Tribal rights in 
land and forest should be respected, (c) A team of workers, 
from amongst them, should be built up. (d) There should 
7 



98 


WELFABE ECONOMI08 IN INDIA 


not bo a multiplicity of schemes. The work should rather 
be carried through the Adivasis* existing social and cultural 
institutions, (e) Results will be judged not by statistics but 
by the quality of the human character that is evolved. 

To work out the details, two special seminars—one at 
Panchmari and the other at Ranchi—were held in 1958. The 
seminars recommended, inter alia, a minimum programme to 
be evolved according to the local needs and practices. The tribal 
representatives of the Block Development Committees should 
be given a major say in determining the local programme. 

The priorities in the programme, should be, the seminars 
felt, (a) increase in production of food and wealth ; (b) 
provision of adequate drinking water ; (c) provision for suitable 
shelter for every tribe. 

Panchayat has been selected as the basic unit for develop¬ 
mental activities in rural India. But in case of tribal areas it 
has been recommended that only where tribal councils are not 
working effectively, statutory panchayats may bo introduced. 



OHAPTEE VII 


THE FOOD PROBLEM : PRODUCTION AND DISTRIBUTION 
In the case of most underdeveloped countries, it has been 
conclusively proved that no secure foundation for industriali¬ 
sation can ever he laid down unless and until there is a secure 
base of a prosperous agriculture. This is obvious as the ever 
increasing imports of capital equipment and industrial raw 
tnaterials required for industrialisation can only be met from 
expanding exports, the bulk of which, in underdeveloped 
countries, would necessarily comprise of agricultural produce, 
I shall discuss the problem of Indian agriculture in general 
in the next chapter. This chapter is devoted to an analysis 
of the food problem which is the pivot of the country's 
economy. 

India’s food problem has many aspects. It is, in the first 
place, a quantitative problem of increasing the food production ; 
a qualitative problem of providing a balanced diet to an ever- 
increasing population who still live near the margin of 
subsistence; an administrative problem of ensuring a stable 
food market and effective distribution of food free from transport 
and other bottlenecks, hoarding and speculation, and inter¬ 
state restriction ; and finally an economic problem of providing 
•support to the Plan by creating exportable surplus and not» 
as it has hitherto been the case, making imports of foodgrains 
incumbent. An attempt was made under the First Five-Year 
Plan to BO organise agricultural development as would not 
only provide for unforeseen losses caused by drought and 
floods but also maintain an increasing production trend. It 
was felt that unless food production kept pace with the 
expansion of economic enterprise in other sectors and the 
growth of population, disturbances Jin the food markets might 
wreck the Plan. 

First Plan Programme : Highest priority was given in 
the First Five-Year Plan to stabilise agriculture and to 
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achieve self-sufl5ciency in food. About 15% of the expenditure 
in the Plan was earmarked for Agriculture and Community 
Development and another 16% to multi-purpose irrigation 
projects. It was proposed to increase the production of 
foodgrains from 64 million tons to 61.6 million tons. This 
and other targets relating to commercial crops was sought te 
be achieved through extensive and intensive methods of 
cultivation. The scope for extension of cultivation to new 
areas was, it was felt, limited by the cost and difficulties 
involved in reclamation operations and the need for keeping 
adequate areas under forests and pastures. Emphasis was, 
therefore, laid primarily on improved tillage, use of more 
fertilisers and improved seeds and a more plentiful and assured 
supply of water. A special campaign was launched to 
popularise intensive cultivation of rice by methods popularly 
known as the Japanese method of paddy cultivation. Campaigns 
for the development of intensive cultivation methods were also 
organised in the case of some other crops like sugarcane. 
Attention was paid under the First Five-Year Plan to the 
adoption of measures which would improve the psychology of 
the cultivator, give him an added feeling of security and 
provide him with an incentive to improve his agricultural 
techniques and efficiency. 

This was sought to bo done through land reform, develop¬ 
ment of Community Projects and National Extension Service^ 
organisation of farmers’ fornms and prodneers' oo-operativa 
associations. 

Production Trend : The performance of the food produ¬ 
ction sector can be depicted with a variety of statistical data. 
Though the First Five-Year Plan commenced in 1950-61, tha 
year 1949-50 is usually taken as the base year for purposes 
of presentation of foodgrains statistics. In that year, tha 
foodgrains production was 54 million tons. By the end of the 
First Five-Year Plan (1955-56), foodgrains production had 
increased to 65,8 million, and increase of 11.8 million tons. 
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compared with 1949-50 and 14.6 million tons compared with 
the first year of the First Plan (61.2 million tons). A part 
of this increase is attributable to the increase in coverage 
of the “reporting” areas. The Ministry of Food and 
Agriculture has, therefore, prepared an index of production 
which eliminates this and other non-comparable elements 
in the increase. According to this index, production of 
foodgrains in 1955-56 was higher by 16.3 per cent compared 
to the base year. The following table shows the First Five- 
Year Plan targets for foodgrains and actual achievements : 

(Figures in Million tons) 

Target Actual Achievements 


1955-66 1951-52 1952-53 1953-64 1964-65 1955-56 


Bice 

27.2 

21.0 

22.5 

27.8 

24.2 

27.1 

Wheat 

8.3 

6.1 

7.4 

7.9 

8.8 

8.6 

Millets (Jowar 







& Bajre) 17.0 

8.3 

10.4 

12.4 

12.6 

10.0 

Other Cereals 

— 

7.5 

8.9 

10.2 

10.0 

9.2 

Total Cereals 

52.5 

42.9 

49.2 

68.3 

66.3 

54.9 

Grain & Pulses 

9.0 

8.3 

9.1 

10.4 

10.6 

10.9 

Total 







Foodgrains 

61.6 

61.2 

58.3 

68.7 

65.8 

65.8 


Two significant features of production during the First 
Plan period deserve special mention: the average rate 
of increase in production of foodgrains was much higher than 
the average rate of increase in population which was 1.2% per 
annum and secondly, the yields per acre of almost all the 
food crops wont up significantly as compared with 1950-61. 
For instance, the yield per acre of rise which was as low as 
696 lbs. in 1950-51 went up to 806 lbs. in 1953-54. Similarly, 
the yield per acre of wheat went up to 716 lbs. in 1964-55 
as compared to 566 lbs. in 1948-49.^ 

1. This is still very low oomparod to tlio por acre yield of rico and 
wheat in other countries. For instance, the por acre yield of rice in 
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The achievement of the target and increase in food 
production during the First Plan period has bean largely 
brought about by the provision of irrigation facilities, land 
reclamation, increased use of fertilisers, distribution of improved 
seeds and better methods of cultivation and techniques* 
During the First Plan period an area of about 9 to 10 million 
acres was brought under irrigation from minor works (3 million 
acres actually utilised) and about 7 million acres from 
large and medium irrigation schemes (4.9 million actually 
utilised). 

The total cropped area increased from 320 million acres 
before the Plan to 3o2 milion acres in 1964-65. The area 
under food crops has risen from 252 million acres to 271 
million acres and the area under commercial crop from 49 
million acres to about 60 million acres. Besides these, 
over 5 million acres have been developed through mechanical 
cultivation, bunding, levelling and reclamation of land by 
manual labour. 

The consumption of ammonium sulphate increased from 
about 276,000 tons in 1950 to about 610,000 tons in 1955 as 
a result of various incentives provided by the Government. 
The distribution of improved seeds also made considerable 
progress. As against 66,000 tons of improved seeds distributed 
in 1960-61, the quantity distributed in 1954-55 amounted to 
74,000 tons which is estimated to have been applied to 6.7 
million acres of land. Improved agricultural practices have 
been progressively applied through a countrywide extension 
service and largo areas have already been brought under 
these methods. 

Special mention needs to be made of the successful outcome 
of the campaign for the popularisation and extension of the 


China is 1,500 lbs., in Egypt, 8,155 lbs., in Japan 3,281 lbs., and in 
Italy 3,105 lbs., in Spain 3,234 lbs. Similarly, the average per aero yield 
of wheat in Denmark is 2.994 lbs., and in New Zealand 2,286 lbs. 
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Japanese method of paddy cultivation, which was started as 
an expoi’iiuental rnoasuro duvin.i* 1953-64 and organised on a 
countrywicle scale with definite tarf^ets set for each State 
durins* 1954-55. The area under Japanese method of cultivation 
increased from 4 lakh acres in 1953-54 to 13 lakh acres in 
1954-66 and further to 20 lakh acres in 1955-66. The f?ain 
in the production of paddy recorded from this method is 
indeed impressive, being on an average, as much as 17.3 mds, 
of paddy or 11.56 maiinds of rice per acre. 

Second P an Programme :—The success achieved during 
the First Plan period in solving the immediate problems of 
food scarcity made it possible to draw up the S(3Cond Five- 
Year Plan against a more bold and balanced perspective. 
The availability of cereals per adult at the end of 1965 stood 
at 14.8 oz. against 13.0 oz. in 1951. This was of course more 
than the level of 14 oz. prescribed by the Indian Nutrition 
Advisory Committee for balanced diet. There was also a 
general improvement in the diet of the people inasmuch as 
the per adult calorie intake increased from 1800 to 2200 per 
day. However, this was considered still far from a 
reasonable standard of balanced nutrition and the aim was 
to provide, during the Second Plan, 2450 calories per day per 
adult and to increase it gradually to 3000 calories per day by 
1971. (Present calorie intake per day per adult in the U.S.A. 
is 3150). 

The target for foodgrains production under the Second 
Pivo-Yoar Plan and actual achiovernents are shown in the 
following table : 

(Figures in Million) 

Commodity Target for Additional Actual Achieve- Antici- 

8.F.Y. Production _ monts_ pated 

Plan over 

1960-61 1955-56 1966-57 1957-58 1958-69 

Foodgrains 80.4 16.4 68.7 62.0 73.6 
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Production of foodgrains during the first three 3^ear8 of 
the Second Five-year Plan experienced sharp fluctuations, but 
the average of the first three years* production comes to 68.7 
million tons as against 62.2 million tons for the entire period 
of the First Five-Tear Plan. It may be noted that this period 
covers one year of very poor crop and another with a record 
crop of 73.6 million tons. In view of the notoriously 
fluctuating and cyclical nature of foodgrains production, it is 
not possible to draw any firm conclusion in regard to the 
trend in foodgrains production. However, if the production 
of 73.5 million tons in 1968-59 crop year is any indication of 
the production potential of the country, the performance— 
registering an increase of 27 per cent over the adjusted produc¬ 
tion of 1949-50 cannot bo considered as unsatisfactory. However, 
ever since the commencement of the Second Plan, the shadow 
of food crisis has darkened the economic horizon in India, 
and it is therefore necessary to take steps that would ensure 
a steadily rising focd production. The Foodgrains Enquiry 
Oommittee, it may be recalled, concluded that in a country 
in which large masses of the population are under-fed and 
even a small increase of production and of income leads to a 
substantial increase in consumption, the ideal of food self- 
suf&ciency in practice turns out to be a moving target. The 
Committee estimated that given normal conditions the demand 
for foodgrains in 1960-61 will be of the order of 79 million 
tons while production will be 77 million tons. There will 
thus be a deficit of about 2 million tons per year even at 
the end of the Second Five-Year Plan. There would, however, 
always h& the possibility of demand rising still higher due to 
sharp inflationary trend and production suffering a setback 
due to adverse weather so that even in a normal year 2 to 
3 million tons of foodgrains have to he imported. 

Ford Foundation Study Team's Recommendations: 
Recently, a team of U.S. Experts came to India under the 
sponsorship of the Ford Foundation to advise the Government 
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of India of 'India’s food crisis’ and the ways and means of 
meeting it particularly, in the context of the Third Five-Year 
Plan. 

Tbe Team feels that a production target of 110 million 
tons by the end of the Third Plan period would both be 
essential and feasible. They have arrived at this target 
on the basis of the possibilities offered by the Indian 
situation, the increase in consumption by an estimated 
population of 480 millions at the end of the Third Plan 
through an addition of nearly 80 millions during the course 
of five years,® the requirements of increased consumption 
arising from improvement in dietary habits due to higher 
incomes and employment, provision for poor crop years and in 
general maintenance of minimum food reserves to meet 
emergencies. The Team feels that although the average 
performances in productivity in various spheres in Indian 
agriculture are very low as compared to other advanced 
countries of the world, the best in Indian agriculture compares 
very favourably with the best elsewhere. They, therefore, 
feel that if the low average performance is pushed to the 
highest level attained by some Indian cultivators, the task 
would not be difficult of achievement. The Team feels that 
though India is making a steady progress in increasing food 
production, the rate is very slow and must be tripled if the 
Third Plan target of 110 millions is to be achieved. If the 
present rate of increase continues, the Team feels that the 
gap between supplies and target will be to the tune of 21 

2. Dr. P. C. Bansil in his book, ‘India’s Food Resources and 
Population’ projects a continuation of the growth rate of 1.2 per cent 
per year of the first Plan period until 1000, and for the two decades 
following. ITo estimates 450 millions in 1076 and a Food supply of 76 
million tons in 1971, ITc expects this rate to continue indefinitely and 
is confident that India has food-producing resources that combined 
with up-to-date technology will supply India with all the food needed 
by such a growing population. 
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millions by 1966-66. This would involve a shortfall of 35 per 
cont in terms of needs. They feel that besides being unwise^ 
to depend on imports of food or rationing, no amount of 
consolidated programmes under these two heads would meet 
a crisis of the magnitude described above. 

Priority has been suggested for v^ublic works activities 
which will make the greatest and the most immediate- 
contribution to food production. To ensure incentives to 
higher porduction the State should come forward to guarantee 
minimum prices to the cultivator in advance of the planting 
seasons. The additional measure recommended to serve as a 
fillip to this incentive is a market to the cultivator for his 
crop at minimum prices whenever he wants to sell. This 
market should be available to him at a distance w^hich he 
can cover conveniently by a bullock cart. The above two 
would inevitably meet the need for local storage of crops and 
to ensure an even flow of commodities at reasonable prices. 

There is considerable force in the feeling expressed by bho 
Team that there is a good deal of uncertainy about land 
reforms in our country which adversely affect food production. 
In addition to limited effectiveness of legislation already 
enacted, the various laws are being revised frequently. New 
measures are adopted which introduce absolutely a new 
element in the situation. All these leave no time for the 
changes to take effect or give scope for ascertaining whether 
a particular piece of legislation was useful and effective or 
not. The Team has mentioned two very significant facts 
about land reforms. They say that whereas it is imperative 
to bring social justice to the rural sector by sparing land for 
the landless, it is equally essential to see that these objectives 
are achieved in a way that will not retard the increase in 
food production so vital to national well-being. Thoj' say 
that many landless labourers would consider more secure 
employment at relatively higher wages than what they get 
now, just as much of an improvement in their conditions as 
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membership in a joint farming co-operative or getting possession 
of some lands here and there. They have also pointed ont 
that in this process of equitable re-distribution of agricultural 
lands, care should be taken to see that independent and 
capable leadership among the cultivators is not only preserved 
but progressively nurtured. Another very material recommen¬ 
dation which has a direct relation with the redistribution of 
lands among the landless is the emphasis on the need for 
keeping the pattern flexible so as to leave scope for adjust¬ 
ments in land holdings and farm sizes when non-farm 
employment opportunities improve and a shift of population 
from agriculture Vjecomes feasible. It is thus necessary to 
avoid freezing a pattern of iand tenure that cannot be 
modified to meet changing conditions. Equally important is 
the emphasis the Team lays on standards of minimum 
resources per family along with a ceiling on holding which 
would create the right circumstances for achieving improvement 
in productivity with a certain minimum of combination of 
resources and land. 

The Team favours co-operative joint farming on a voluntary 
basis. They have, however, indicated that just as a minimum 
unit of land and resources are co-operative farming also, their 
deficiencies would not provide an adequate living. They also 
feel that co-operative farming as envisaged by them will be 
achieved slowly and, in the meantime, it would be desirable to 
encourage service co-operatives in which a number of farm 
units operated either by owners or tenants would come 
together in a co-operative in which a number of farm units 
operated either by owners of tenants would come together in 
a co-operative organisation to secure jointly agricultural 
equipments like bullocks or mechanical power. They have also 
suggested that co-operative farming would more conveniently 
bo organised where the landless are allocated land, as in such 
a situation, it would be possible to keep the ownership of the 
land with the State although its operation is transferred to* 
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the individuals. Such a group can then be made to join into 
a co-operative by which they will jointly own and operate 
equipments and also assist in planning and conducting 
their farm operations. The Team, however, feels that in many 
•areas the land that will bo available for distribution among 
the landless might nob be suitable for operation in large tracts. 

They have also emphasised the importance of economic 
incentives in agriculture. They say, “management assistance 
to cultivators, combined with supervised credit and perhaps 
with joint ownership of equipment, offers a way to obtain 
the advantage of better management while still retaining the 
incentives gained by individual operation**. They have said 
that individual attention to land is a powerful drive for 
improvement of operations. They have also emphasised the 
significance of combining rights and privileges with responsi¬ 
bilities. It would thus be useful to lay down certain minimum 
standards of performance in the interest of higher food 
production. 

Likewise about the consolidation of holdings, they have 
emphasised the need for satisfactory settlement of tcnurial 
problems including land ceiling so that tlio course of progress 
of consolidation can have a sure ground to proceed. The more 
important thing, however, which they have emphasised is the 
need for combining measures for land consolidation with soil 
and water conservation planning so that it would be possible 
to co-ordinate the w^ork in both the spheres and save a large 
area of land that would be required for field irrigation, canals, 
drainage ditches, contour bunds etc. Their idea seems to bo 
that if the irrigation canals, etc. could be laid out on the 
boundaries of holdings and a provision made for them during 
land consolidation, it would minimise considerably the waste 
that is otherwise involved in laying them out later on. They 
also emphasised the need for preventing fragmentation of small 
holdings into tiny uneconomic units. This is essential both 
ior the purposes of not allowing this problem to be intensified 
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as time passes as also to prevent deconsolidation of con¬ 
solidated holdings. For this purpose, they feel that a draft 
legislation be prepared for circulation among various States 
which do not have such laws to achieve a large measure of 
uniformity of approach in this sphere. 

While the use of manures, compost and green manures is 
commended, special stress is land on the fact that only with 
more abundant use of chemical fertilisers will benefit from 
irrigation, bunding, improved seeds and other facilities bo 
realised. The Food Ministry’s fertiliser target for the Tiiird 
Plan (1.5 million tons of nitrogen, 750,000 tons of phosphoric 
acid and 200,000 tons of potash) is stated to be conservative 
in relation to the need. Attention is also drawn to the need 
for better “water management**. We now get only l/5tb 
to l/4th of increase in crop yields on irrigated lands 
as compared to non-irrigated lands. Moreover only about 
12 per cent of the irrigated acreage grows more than 
one irrigated crop per year. The Team, therefore, feels that 
India can make greater and more immediate success in food 
production by intensifying more time and ejEfort on water- 
management than by constructing large-scale irrigation projects 
which take years to develop. It is also pointed out that 
millions of acres can be reclaimed and made more productive 
by drainage improvement. Two important recommendations 
to strengthen the co-operative credit structure are : 

(i) The Government must be prepared to provide loans 
and to assist in developing capable management; and 

(ii) Standards of credit must be defined to encourage 
production loans on the basis of crop yield instead of land 
security in view of the fact that excessive population competes 
with people for the products of land. 

The Team seems to be agreeing with the idea of a co¬ 
operative credit union covering a wider area than a village. 
It also favours a multi-purpose village co-operative. There 
are, a number of useful suggestions made by the Team to 
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make the co-operative movement more effective and nsefal as 
well as to instill ideas about co-operative activities which 
might not have been hitherto fully understood. The Team, 
for instance, avgues that co-operative institutions cannot be 
successful by magic. They can succeed only if they could 
perform economic functions better than they are now being 
performed. Thus it bids a goodbye to the popular belief 
largely ingrained among large sections of rural communities 
that co-operatives are by and large relief institutions. The 
Team has also suggested that the crop loan system is making 
headway very slowly. Besides, the credit available from the 
societies is not timely. Under both these counts, the Team 
suggests a radical approach to make the credit effective and 
timely. The lack of supervision over crop loans and the 
absence of link between productivity and production on the 
one hand and credit on the other to ensure repayment is 
also emphasised. To link production and adequate marketable 
surplus with the volume of credit, it is necessary to bring 
about a co-ordination so that both credit and surplus grow 
mutually and at a rapid rate. For this purpose, not only 
the management of the co-operatives but also the extension 
staff and in particular the technicians who advise and evolve 
plans for technological improvement in agriculture should 
operate in a co-ordinated way. If this happens, the nature 
and extent of credit would bo linked up with its actual 
applicability and will be fully utilised with the objectives 
for which it was extended. It would thus not only promote 
higher production but also go a long way in creating a 
machinery for expeditious, timely and adequate credit. 

The Team also agrees with procedure for linking credit 
with marketing, but adds that the co-operative structure in 
which marketing, and credit are linked should also serve as 
an agency for price stablisation on the lines discussed earlier. 
The details of this arrangement are not available but if properly 
worked, the system should normally ensure effective reasonable 
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prices to the agriculturist. The need for storage and cons¬ 
truction of godowns has also been emphasised. They have 
also laid emphasis on the co-operatives taking over the 
processing of agricultural produce and recommended starting 
rice mills on co-operative basis in major rice producing areas. 
They have even suggested that whore possible, both the 
credit co-operatives as well as the marketing and multipurpose 
institutions should have certain minimum storage facilities of 
their own which they can utilise to the advantage of their 
members. The Team has also laid considerable emphasis on 
evolving non-oflicial leadership. They have said that domination 
of co-operatives by the Government is not desirable. 

The Team also indicated a number of economic, techno¬ 
logical, organisational, and structural changes which would 
help the country to reach the target of production. In the 
field of technological changes India has done little in com¬ 
parison with what could be done and what has been done 
elsewhere in the world. It is also being realised that much 
can be gained through improvement in the organisational and 
administrative machinery for the supply of seeds, manures and 
fertiUsers and fuller utilisation of irrigation facilities. It 
becomes necessary to emphasise this extremely simple and 
almost elementary views because there is a tendency to believe 
that what is needed most in order to increase agricultural 
production is to bring about some radical institutional changes. 
The Ford Foundation Team has pointed out how tVie functions 
and energy of the workers at different levels under the 
Community Development Programme have not been put to 
right use and their aptitude and abilities not channelled in 
the right direction. The Ministry of Community Development 
& Co-operation is however fully aware of these and the 
organisational set-up is being gradually streamlined to achieve 
optimum results. 

Some Suggestions : While the recommendations of the 
Ford Foundation Team are significant and should be given 
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effect to^, it would perhaps not be out of place to touch a. 
few aspects of food production on which special emphasis 
should be laid during the Third Five-Year Plan. Pood 
production can be increased both by raising the productivity 
per unit of land as also productivity per unit of labour^ 
besides reclaiming land hitherto lying uncultivated. Extensive 
cultivation is possible where there are sufficient now lands 
that can be brought under the plough. The pattern of land 
utilisation in India as it stood in 1956-57 is shown in the 
following table : 


Pattern of Land Utilisation, 1956-57 


Total area of the country 

Mn. acres 
811.0 

% 

Net area sown 

320.7 

44.6 

Fallow land 

58.7 

8.2 

Area under forests 

125.5 

17.4 

Land not available for cultivation 

117.8 

16.3 

Other uncultivated land 

97.0 

13.5 

Total area surveyed 

—7197 

100.0 


It is obvious that there is plenty of scope of increasing 
food production by several million tons with addition of few 
million acres of land to the existing available cultivated area 
in the country, even if the present cropping pattern remains 
the same. Dr. F. G. Bansil of the Planning Oommission is 
of the opinion that with the addition of some 75 million 
acres of land to the existing available cultivated area in the 
country, the present cropping pattern remaining the same, 

8. Thd study team’s most important programme for the crisis years 
(the last two years of the Second Plan and the Third Plan period) e.g, to 
select certain crops and certain areas for more intensive efforts are ta 
be those which have the greatest increase potentialities, has been launched 
by the Government in a number of States. 
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it should be quite within our reach to get an addition of 
nearly 16 to 17 million tons of ioodgrains on the basis of 
existing yields in the country. 

Similarly, the scope for increasing per acre yield through 
intensive cultivation is also quite considerable. The yields per 
acre in India are about l/3rd of those in the U.S.A. and 
manpower per acre is roughly 8 times that in the U.S.A. 

In a vast country like India with such marked temperature 
and rainfall variation, significant differences in foodgrain 
cropping patterns and in annual yield variations for any single 
crop between regions may not be surprising. But what 
surprises us is the extent of variation in per acre yield from 
State to State. For instance, while Madras produces as much 
as 913 lbs. the average yield for former Vindhya Pradesh and 
U.P. is less than half of this. Similarly, while wheat yields 
in Punjab and PEPSU ai'o in the neighbourhood of 800 lbs. 
those of Madhya Pradesh and Bombay do not exceed 360 lbs. 
per acre. 

Moreover, the per acre yield in the different regions do 
not seem to be consistent from year to year. The table below 
shows the width of range in regional yields per acre between 
1949-50 and 1964-55 in respect of rice. 

Range in Regional Yields of Foodgrains per Acre 
(Tons/Acres 



All India 

Lowest 

Average 

Highest 

Amount 

Ratio 
to average 

1949-50 

.163(w) 


.277(s) 

.114 

51.8 

1960-51 

.142(w) 

.208 

.277(n) 

.135 

64.9 

1951-62 

.122(w) 

.214 

.264(s) 

.142 

66.4 

1952-53 

.123(w) 

.239 

.283(m) 

.160 

67.0 

1953-54 

.17l(w) 

.262 

.316(s) 

.146 

56.6 

1954-56 

.188(w) 

.252 

.340(8) 

.162 

60.3 


W = Western Region; N = Northern Region; S = S. Region. 


8 
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It will, therefore, bo apparent from the above table that 
there is plenty of scope for raising the per acre yield in the 
regions lagging behind, as also to ensure progressive rise in 
regions where there has been occasional sotbacliS. 

The yield per acre can bo increased through better laud 
use measures, viz. by crop protection, by improvements in 
fallowing (nearly 10 per cent of the cultivated area in India 
is annually left fallow in spite of the urgent need for not only 
the main crops but also for fodder crops which could be 
easily and profitably grown on this fallow land), by ridge 
cultivation (it is claimed that ridge cultivation helps in 
increasing the yield by 55 to 60%), by shallow hoeing (it 
increases the yield by 25%) and by double or treble cropping 
whei’e secured irrigation is available. 

Area sown more than once can ho defined as that part of 
the cultivated area wdiich is sown again and again after the 
harvesting of the first crop instead of remaining fallow or 
uncultivated. This double cropping is indicative of the bettor 
use of farm land. That there is much scope for expansion of 
area sown more than once will be evident from the following 
table : 

Cultivated Area in India (in million acres) 


Year 

Gross Cultivated 
Area 

Net Sown 
Area 

Area Sown 
more than once 

1947-48 

278.1 

245.5 

32.5 

1948-49 

27G.6 

243.2 

33.4 

1949-50 

321.3 

283.2 

38.1 

1950-51 

325.9 

293.4 

32.5 

1961-52 

329.2 

295.0 

34.2 

1952-53 

339.8 

304.7 

35.8 

1953-54 

351.7 

313.1 

88.6 

1954-55 

352.4 

314.9 

37.5 


’'Source S.R. Sarna-Tochnological Improvement in Indian 
Agriculture, Capital, Dec. 20,1956. 






THE FOOD FBOBLBM : FBODUGTION & DISTBIBUTION 115 

One ofcher aspect to which particular attention may be 
drawn is the fuller utilisation of irrigation facilities. Evalua¬ 
tion reports as well as the committee on Plan Projects have 
time and again pointed out that for various reasons, a great 
part of the available irrigation facilities whether from the 
multipurpose projects or minor schemes such as tubo-wells. 
are not being availed by farmers. Millions of tons of additional 
foodgrains could be produced if all the existing facilities and 
those being created under the Second Five-Year Plan could be 
properly utilised. Certain aspects of this problem demand 
serious consideration. The first of these is to overcome 
the traditional and conservative outlook of the farmer who 
has, from time immemorial been accustomed to a particular 
pattern of cultivation—raising onl^^ one crop in the year and 
believing that application of too much of moisture to the soil 
as a result of irrigation might result in an attack of rust on 
the crops. With effective Extension Service programmes 
the farmer could be induced to accept the new pattern and 
agree to working for two crops. Proper demonstration, 
adequate supply of fertilisers, improved seeds and implements 
should help in the process. A second reason for irrigation 
facilities not being utilised is an antipathy towards pa^^ment 
of water charges or betterment levies ; and a third point to 
be considered is that all the distributaries from major or 
minor irrigation works should he completed in proper time so 
that there is no necessary time lag between the completion of 
the irrigation works and the construction of the distributaries. 
It may be pointed out that for each million acres to be 
irrigated 2500 miles of channels have to bo dug by the 
Government and 10,000 miles of water courses have to be 
constructed by the farmers themselves. Failure to construct 
such feeder channels and water courses largely accounts for the 
non-utilisation of available irrigation facilities. So far as tube- 
wells are concerned, about 5,600 of these were constructed 
during the First Plan and another 4,000 have been provided 
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for under the Second Plan. The wells already constructed were 
capable of providing irrigation to about 2 million acres of land 
which should give an additional yield of about a million tona 
of food. Yet hardly 50 per cent of the tube-well irrigation had 
been put to use till the end of 1958. The reason for this is 
said to be that the supply of power to the pumps and the 
digging of channels, which were the responsibility of the 
State Governments, did not synchronise with the completion 
of the wells. 

A suggestion has been made to the State Governments by 
the Centre that canal and tube-well rates could be pooled and 
the farmers would feel happy although there might be a slight 
increase in the canal rate, but a definite reduction in the case 
of tube-well water. State Agricultural Ministers have also 
adopted a number of resolutions with regard to irrigation 
rates, which, when implemented, would no doubt prove 
immensely beneficial to the farmers. 

In India, a good monsoon or two is no guarantee of what 
lies ahead. Therefore, even when there is an unusual run of 
good seasons, we should be on our guard and plan the future 
cautiously. For one thing, India cannot afford to go on. 
importing foodgrains in the manner she has been doing since 
Independence. The following table shows the year to year 
import figures since 1947 and their money value : 

While imports would be necessary to build up a revolving 
reserve for buffer stock operations in times of scarcity, our 
accent has to be on increasing internal production so that the 
demand for foodgrains from an expanding secondary sector 
and a growing non-agricultural population may be met without 
cutting down planned investment (which imports involving 
foreign exchange would make necessary). The suggestions of 
the Ford Foundation Study Team and other measures outlined 
in this chapter, if vigorously pursued, can certainly ensure a 
steady rise in food production. It is imperative that these 
measures are given effect to immediately and more specifically 
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Imports of Foodgrains in India 

(Figures in thousand tons) 


Year 

Bice 

Wheat 

Others 

Total Value 

in Rs. crores 

1947 

762 

928 

964 

2654 

- - 

1948 

867 

1311 

663 

2841 

82.91 

1949 

767 

2200 

739 

3706 

106.11 

1950 

363 

1407 

465 

2125 

70.26 

1951 

749 

3015 

961 

4725 

216.79 

1952 

722 

2511 

631 

3864 



175 

1684 

144 

2003 

85.95 

1964 

603 

196 

8 

808 


1955 

265 

435 

— 

700 


1966 

325 

1095 

— 

1420 


1967 

770 

2946 

— 

3582 


1958 

390 

2674 

109 

3173 


under the Third 

Five-Year 

Plan. If the 

Second 

Five-Year 


Plan has any lesson, it is that a comprehensive and long-term 
plan of investment on agriculture in specific quantitative terms 
is absolutely necessary to ensure steady growth of food 
production/ During the Second Plan period, the foodgrains 
target was considerably raised but no extra financial allocation 
was made. It is unrealistic to expect that mere dedication 

4. IMoanvtrhile, an intensivo sliort-ponod programme consisting of such 
schomes as mobilisation of surplus rural labour at wages slightly higher 
than the prevailing agricultural wage rates, cultivation of green mamure 
crops on all irrigated lands and lands well watered by rain, concentration 
of resources in chemical fertilizers and heavy-yielding strains in irrigated 
areas in judicious combination with organic manures, indigenous 
production of chemical fertilizers on the required scale, renovation of old 
weirs or construction of now ones along with the take-oS channels, 
Bupply of improved implements etc. 
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on tho part of the people and better organisation can produce 
an over-all improvement. 

Distribution : The policy that has been followed in the 
matter of distribution of foodgrains can at best, be described 
as a series of ad hoc piecemeal measures. The main object 
of such a policy has been to hold food grain prices in check. 
The actions taken by the authorities in this sphere include 
maintenance of foodgrains imports at a high level, extension 
of internal procurement and stepping up of Governmental 
purchase of foodgrains for release through fair price shops and 
measures to curb hoarding and profiteering, including the 
continuance of selective credit control and the fixation of 
maximum control prices. The provisions of the Essential 
Commodities Act, under which the Government can direct any 
person holding foodgrains in stock to sell the same at prices 
equivalent to tho average market prices prevailing in the 
preceding three months were made applicable from time to 
time in respect of different commodities in various States. 
Similarly, almost all the State Governments promulgated 
orders licensing the wholesale dealers and enjoining upon them 
to maintain daily accounts of their transactions and file 
periodical returns regarding stocks, etc. 

The system of constituting rice and wheat “zones” to 
balance the availability of cereals between the surplus and 
the deficit States was also amended and extended from time 
to time. In November, 1958, the Government of India 
announced their decision to introduce State Trading in 
foodgrains and a provisional scheme for giving effect to this 
decision was announced in April, 1959. 

This policy has been assailed, on the one hand, as halting 
and timid and, on the other, as unrealistic and over-ambitious. 
The paradox of a bumper crop and increase in foodgrain prices 
in some States led to widespread speculation that Government 
would ultimately give up the policy of State trading. While 
the recent price rise in some States may be partly attributed 
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to tho failure of putting through the State trading scheme 
in the manner the National Development Council "wanted, it 
is often forgotten that other factors such as poor arrivals in 
tho markets, insufficient buffer stocks, inadequate enforcement 
of the zonal restrictions and deficit financing have all been 
responsible for the rise in prices. It would therefore be rash 
to conclude that there is something basically wrong with the 
policy of State-trading itself. 

Bo that as it may, despite tho National Development 
Couiicirs decision to continue the existing arrangement for 
food distribution and procurement, the new Food Minister has 
hinted more than once that he is not for State trading in 
foodgrains and that if ultimately State trading became 
necessary, he would introduce a flexible policy. Recent 
utterances of the Food Minister show that he would try to 
solve tho problem through buffer stock operations. Tho 
recurrent crises on the food front—especially in years of lean 
harvest—is more a short period problem and is traceable mainly 
to a psychology of scarcity^ than to any sizeable gap in 
supply in relation to demand. Such a situation can be met 
squarely and the profiteers’ hold on the market broken if the 
Government can release enough foodgrains at stipulated prices 
from its own stored stocks. It is obvious that adequate buffer 
stock cannot be built through internal procurement, only 
marginally supplemented by imports. Tho new Food Minster’s 
Food Bank Plan is founded on this logic. Ho is for 
persuading the United States Government to store 6 million 

5. According to tho surveys of five agro-ecouomic teams deputed by 
the Union Food and Agriculture Ministry, tho holding capacity of the 
cultivators has immensely improved duo to high prices realised hy them 
for cash crops and coarse grains and owing to better and easy access they 
have to cash resources, including co-oporativo credit, government loans and 
grants. The slow pace of arrivals may be attributed to expectation of 
higher prices later in the season and higher earnings from grams, peas. 
Dulses and oilseeds. 
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tons of its surplus foodgrains in India as a sort of bank from 
which we could draw during emergency. India would provide 
the necessary storage facilities and the foodgrains stored here 
would be on U. S. Government’s own account and to be paid 
for or otherwise compensated only when India drew on the 
stocks. A buffer stock of five million tons of foodgrains must 
also include rice in sufficient quantities. Prom which country 
and on what best terms rice could be imported have also to 
be explored simultaneously.* 

Thus the long-term objective of the new Pood Policy seems 
to be to release the forces of production by appropriate 
incentives and particularly by minimising the area of Govern¬ 
ment control. To that end larger zones are to be set up 
(Madhya Pradesh and Orissa, the two surplus states have 
already been linked up with neighbouring deficit states to 
form two big zones) as the first step to replacing them by a 
single zone covering the whole country. The adverse effects 
of marginal shortages are to be countered by judicious use of 
the buffer stock of 5 million tons of rice and wheat now 
proposed to be built up. 

The substantial stop up in outlay contemplated for the 
Third Plan and the declining contribution of budgetary 
surplus in financing the same would inevitably exercise a 
great monetary pressure on demand for food. The task ahead 
is therefore three-fold : increased production through extensive 
and intensive cultivation and organisational improvements ; a 
rational scheme of food distribution which utilises the existing 
channels without leaving scope for speculation or hoarding ; 
and finally, increased savings to allay the pressure of higher 
money incomes. 


6. The Union Pood and Agriculture IMinistcr, Shri S. K. Patil 
announced in the Kajya Sabba on December 15,1959 that the Government 
of India had been assured of the necessary supplies by some Foreign 
Countries to build up a builoi stock of five million tons of foodgrains. 
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Food Production Statistics 

TABLE I 


Area under Food Crofis 


Year ended Juno 1950-51 1953-54 

1954-55 

1955-56 

1966-57 

1957-58 1958-59 







Area (Mn. 

, acres) 

Bice 

76.1 

77.3 

76.0 

77.9 

79.3 

79.5 

81.5 

Wheat 

94.1 

26.4 

27.8 

30,6 

33.6 

29.3 

31.0 

Jowar 

38.5 

43.9 

43.2 

42.9 

40.4 

42.2 

42.6 

Bajra 

22.3 

80.1 

28.1 

28.0 

27.9 

27.2 

29.9 

Maize 

7.8 

9.6 

9.3 

9.1 

9.2 

9,8 

10.3 

Bagi 

5.4 

5.8 

5.7 

5.7 

5.8 

5.7 

5.9 

Barley 

7.7 

8.7 

8.4 

8.4 

8.7 

7.5 

8.1 

Small millets 

11.4 

14.0 

13.9 

13.2 

12.2 

11.8 

12.2 

Gram 

18,7 

19.7 

22.9 

24.2 

24.3 

22.9 

24.8 

Pulses 

28.5 

34.0 

31.3 

33.2 

34,0 

33.6 

34.1 

Total foodgrains 

240.5 

269.5 

266.5 

273.2 

275.4 

268.6 

278.6 


Source : Statistical Outliue of India & B. B. I. Bulletin, 
Aug. 1959. 

TABLE II 

Yield of Food Crops 

Year ended June 1950-51 1953-54 1954-55 1955-56 1956-57 1957-58 1958-59 


Yield (Mn. tons) 


Bice 

20.3 

27.8 

24.8 

27.1 

28.3 

24.9 

29.7 

Wheat 

6.4 

7.9 

8.9 

8.6 

9.3 

7.7 

9.7 

Jowar 

5-4 

8.0 

9.1 

6.6 

7.2 

8.2 

8.7 

Bajra 

2.6 

4.6 

8.5 

3.4 

2.9 

3.5 

3.3 

Maize 

1.7 

3.0 

2.9 

2.6 

8.0 

30 

3.0 

Bagi 

1.4 

1.8 

1.6 

1.8 

1.7 

1.7 

1.7 

Barley 

2.3 

2.9 

2.9 

2.8 

2.8 

2.2 

2.6 

Small millets 

1.7 

2.4 

2.5 

2.0 

1.9 

1.7 

2.0 

Gram 

3.6 

4.8 

5,5 

5.3 

6.3 

5.0 

6.8 

Pulzes 

47 

57 

5-2 

5.5 

5.2 

4.5 

5.4 

Total foodgrains 

50.0 

68.7 

67-0 

65.8 

68.7 

62.5 

73.5 


Source : Statistical Outline of India & B. B. I. Bulletin, 
Aug. 1959. 









CHAPTEB VIII 

AGRICULTURAL PRODUCTION : RETROSPECT & PROSPECT 
Economic development consists in the fullest exploitation 
of human and material resources available to a country. The 
role of ai^riculturo in this process is crucial in underdeveloped 
countries. Ai?ricultural development is not only a fjatoway 
but an interim objective which must be adequately achieved 
and the results of which—in products and aptitudes and 
institutions—must be carried forward to be made use of in 
the next objective of industrial development. No satisfyinf? 
break-throuqh is possible elsewhere, and no known short-cuts 
can lead to real industrial development while leavini? backward 
agricultural sector behind. Development of agriculture is, 
however, closely dependent on the operational effectiveness of 
a number of factors. Some of them, such as conditions of 
soil, climate, terrain and natural waterways, are relatively 
immutable ; some, such as population, densities, availability of 
capital, social moorings and religious taboos appear as 
relatively fixed from a short-run view but vary strikingly 
over the decades ; others, such as production techniques, 
systems of land tenure, irrigation and drainage projects can 
bring marked changes in a single decade ; while still others, 
such as monetary and credit policies, taxes, marketing channels, 
relative demands and prices can produce startling results in 
course of a single yea^^ Therefore, the progress of Indian 
agriculture involves not only structural, institutional and 
attitudinal changes hut also provision of irrigation facilities, 
supply of better seeds, manures and fertilisers and progressive 
introduction of innovations and improved methods. However, 
any particular improvement, under Indian conditions, must be 

1. Approaches to Agriculture Development, G. Jayachandran; JRurat 
India t Jan—^Feb, 1958, 
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appraised not only for its immediate effects on costs and 
output, but also in the general economic matrix of 
complementary industries. For instance, though mechanisa¬ 
tion of agricultural operations may raise productivity and 
reduce costs, we cannot obviously afford that. The saving of 
labour in agriculture may encounter limits in the social cost 
and disruption entailed by technological unemployment. The 
industrial sector in India is not in a position to absorb even 
a part of the voluminous surplus of rural labour which is 
mostly unskilled. Extreme labour-intensive methods of 
cultivation are, moreover, the result of centuries of adaptation 
to growing pressure on the land. What is possible for India 
is to improve agricultural incomes in the immediate future is 
not a shifting of population away from agriculture but a 
rationalisation of the use of manpower on land itself and 
development of complementary hand-industries in the rural 
areas. 

Before I take up the question of agricultural development 
under the two Plans, I would like to make a few preliminary 
observations. Unlike Industry, our efforts in the land sector 
do not bear strict correlation with the yields from land. The 
land sector is subject to so many uncontrollable factors that 
not infrequently our efforts are either flattered by providential 
bounties or camouflaged by nature’s vagaries. It is, therefore 
difficult to lay down specific criteria to measure our 
achievements in the agricultural sectorNevertheless, the 
increase in agricultural production is partly and even very 
largely a technical matter, in which the utilisation of 
improvements and discoveries is a vital matter. The experience 
with the Japanese methods of growing paddy, with the use of 
an ever-expanding scale of artificial fertilisers for sugar cane 

2. In normal years, achievements can bo approximately measured in 
terms of inputs of labour, capital and implements, organisation and 
technique B. 
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and even for other irrigated crops, or the general adoption of 
improved strains of wheat or cotton, among many other 
adaptations, show what can be done°. I would like to add that 
though subject to a variety of unpredictable factors, the 
efforts put in agriculture and the resultant increase or 
decrease in the produce raised can be segregated factor-wise if 
we take into account the past results of the same land or 
those of neighbouring lands. Some such notional calculations 
oach and every farmer does in connection with his gauging 
the cost of the produce raised. The following may be taken 
as an illustration : 


1, 

Produce of a normal year 

= 50 tons per acre 

2. 

Produce of a year of 



droughts and floods 

~ 35 ,, 

3. 

(l—2) Damage through floods 



and droughts 

= 15 

4. 

Produce of a year with 



abundant rains 

= 65 „ 

6, 

(4—1) Increase through 



aboundant rains 

= 6 

6. 

Produce of a year of droughts 

= 40 

7. 

(1—6) Damage through 



droughts 

= 10 

8. 

Produce after the introduction 
of better seeds and tractors 



coupled with abundant rains 

11 

o 

9. 

Produce after the introduction 
of tractors in a neighbouring 
field of same size and crop not 
using better seeds but having 



the benefit of abundant rains 

= 68 

10. 

(8—9) Extra-produce through 



better seeds 

= 2 


3. The extent to which these improvomonts have been generally 
adopted is far less than would have been expected. 
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The results calculated above are not accurate. But they 
do serve a useful purpose in so far as those are extremely 
intelligible and farmers are likely to be impressed by such 
commonsenso yardsticks of measuring the benefits of better 
techniques and implements. 

When the First Five-Year Plan was being formulated it was 
felt that an increased output of agricultural commodities would 
not only serve as a stimulus to expansion in other sectors 
but would also help to save, if not also earn, the much needed 
foreign exchange for the purchase of capital equipment from 
other countries. The draft outline of the Plan, however, 
made it clear how difficult it was to raise agricultural 
productivity. It said, “The problems of Indian agriculture 
are far more fundamental than is commonly appreciated. This 
is apparent, for instance, from the fact that, in recent years, 
in spite of high prices, public investment on a scale never 
attempted before, and legislation designed to give greater 
security to the tiller, there have been no marked gains in 
production. The conditions of Indian agriculture are typical 
of a static, backward economy, which is unable to expand 
and keep pace with the growing population.^ 

The Plan fixed targets in quantitative terms based on an 
estimate of the needs of the country for various agricultural 
commodities and indicated the lines on which developmental 
efforts should proceed. An increase in the area under 
cultivation through provision of irrigation facilities and land 
reclamation and an increase in output by the utilization of 
better seeds, manures, fertilizers and improved agricultural 
implements were envisaged. Finance and marketing facilitiee 
were to be extended to the agriculturists through co-operative 
organisations. In the previous Chapter I have already dealt 
with the problem of food production. I shall, therefore, 
restrict myself, in this chapter, to a study of the growth of 

4. First Five-Year Plan —A Draft Outline, Page 04, 
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the principal cash crops such as oil seeds, sugar cane, cotton, 
jute, coconut and tea. The index of agricultural production 
as a whole, showed a 10% increase oyer the period of the 
First Five-Yoar Plan, and a 23% increase by 1966-57, 
compared with 1949-50. Table I shows the trend of Sugar 
and Cotton production since Independence while Table II 
shows targets of Achievements under the First Five-Year 
Plan in respect of the main cash crops® : 

Though under the Second Plan agricultural development 
lost the precedence it enjoyed in the First Plan, its importance 
to the economy was not under-estimated. In fact the 
adoption in the closing month of 195G of targets of production 
appreciably higher than those originally contained in the 
Second Plan was a clear indication that no slackening will 
he brooked on the agricultural front. The following table 
shows tho original and revised targets. 

As in tho First Plan, higher production under the Second 
Pian is sought to be achieved largely through improved 
techniques and propagation of intensive methods of cultivation ; 
but unlike its predecessor, in which emphasis was primarily 
laid on crop production, the Second Plan aims at a diversified 
agricultural economy including development of livestock and 
rural uplift measures side by side with increased crop production. 
Such diversification was deemed necessary to meet the 
demand lor new products from industries and diversified crop 
production and for subsidiary protective foods. 

In the programme for improved techniques and the spread 
of intensive cultivation, important items are : Better irrigation 
facilities ; greater use of manures and fertilizers ; more 
widespread distribution of good seed ; and extension of the 
Japanese methods of paddy cultivation. 


5. Progross of Agricultural Production since Independenoci issued by 
Press Information Bureau for the Ministry of Food and Agriculture, 
Government of India. 




Sugar and Cotton Production since Independence 
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Cotton (Tiaics of 3U2 lbs. 

each) 2.91 4.17 3.13 3.19 3.94 4.23 4.00 4.72 
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Note ; Ba«e year 1950-51 P^Tartially Revised Estimates 

F-Final Estimates 




128 


WELFABB ECONOMICS IN INDIA 


TABLE III 


Tentative Pcrccntago increase 

targets; of Revised in index of 

Commodity Unit production targets of _ production _ 

as in the Production As in the j As 

_ Plan ■ revised 


Oilseeds (million tons) 

7.0 

7.6 

27 

38 

Sugarcane (Gur) „ 

7.1 

7.8 

22 

35 

Cotton (million bales) 

5.5 

6.5 

31 

55 

Jute „ 

5.0 

5.5 

25 

38 

Coconut (oil) (lakh tons) 

2.1 

2.1 

62 

62 

Tea (million pounds) 

700 

700 

18 

18 


The irrigated area is expected to increase by 21 million 
acres—12 million from large and medium irrigation schemes 
and 9 million from minor irrigation works. Consumption of 
nitrogenous fertilisers is proposed to be raised from 6 lakh 
tons to 18 lakh tons. Special attention will also be given to 
green manuring practices and the utilisation of sewage, 
compost and other manures. Three schemes initiated by the 
Ministry of Agriculture are expected to give a substantial 
impetus to the drive for the attainment of the new overall 
agricultural targets. These schemes envisage fuller and better 
utilisation of local manurial resources for the production of 
manure in villages, production of compost manure from 
nightsoil in village panchayat areas, and intensification of 
green manuring. To “saturate” the country with improved 
seed, a comprehensive seed multiplication and distribution 
scheme has been drawn up by which one seed farm of 25 
acres will be located in each development block. It is expected 
that by the end of the Second Five-Year Plain period, more 
than 4,280 such farms will have been established. 

The area under the Japanese method of paddy cultivation 
is to bo increased from 20 lakh acres in 1950-5G to 80 lakh 
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acres by the end of 1960-61, the additional production bein^ 
estimated at 2 million tons of paddy or 1"33 million tons of 
rice. Among schemes for increasing the area under cultivation, 
it is proposed to reclaim 1.5 million acres of land and to 
carry out land improvement measures over an area of 2 
million acres through the Central and State Tractor 
Organisations, individual cultivation and other agencies. 

The following table shows the outlay in the Plan on 
schemes directly related to agricultural production* : 


TABLE IV 

( In crore rupees ) 


I First Five-Year | Second Five-Year 



Scheme 

i Plan 


I Plan 


j Provision jOu tlay 

! Original ■ 
Provision; 

Bevised 

Provision 

1. 

Agricultural 

Programme 

196 

181 

170 

212 

2. 

Irrigation 

387 

366 

387 

382 

3. 

Community 
Development and 
National Extension 
Service. 

46 

10 

60 

60 

4. 

Soil Conservation 

2.4 

2.4 

20 

16 

5. 

Local Works 

6 

6 

6 

5 

6. 

Total Schemes 
benefiting Agriculture 

634.4 

663.4 

632 

665 

7. 

Total Plan 

2377 

2012 

4800 

4800 

8. 

Column (6) as 
percentage of 

column (7) 

26.67 

27.49 

13.16 

13.18 


6, Studies in Indian Agricultural Economics^ p. 163. 
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Between the commencement of the First Plan and the end 
of 1967-58, about 18 million acres were added to the cultivated 
area under irrigation. The consumption of fertilizers over the 
period rose from 2.82 lakh tons to 9.7 lakh tons. Between 
1956-67 and 1958-59, about 8 lakh acres was covered by soil 
conservation. The Japanese method of Bice cultivation has 
also been in use fairly extensively. All these, among other 
measures, show a conscious effort towards releasing agriculture 
from certain natural forces and bringing the annual crops 
increasingly within the scope of human direction and control. 

The following table shows production figures of the four 
major cash crops during the First three years of the Second 
Five-Year Plan : 


TABLE V 


Commodity 


Production (in million tons) 

1958-59” 
jAnticipated) 


1956-57 1957-58 j 


Sugar (Gur) 

6.8 

6.5 

6.6 

Oilseeds 

62 

5.9 

6.2 

Cotton 

4.7 

4.8 

4.8 

Jute 

4.3 

4.1 

5.0 


Trend of Agricultural Productivity : One method of 
finding out the productivity of agriculture is to analyse the 
degrees of correlation of output and the input of capital, 
efforts and time analysis of production and the relative 
economies attained. There is also the somewhat conventional 
method of finding productivity trends through the following 
formula : 

Index of Production ^ 

Index of Acreage 

The above formula shows the per-acre production and fertility 
pattern of soil provided other factors remain constant. But 
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other factors show a change in terms of efforts, intensity, 
application of manures and fertilizers, water from irrigation 
canals and crop patterns so that except the extent of the 
area no factor can be said to have a constancy of a reaso¬ 
nable degree nor should they have it in view of what we 
envisage under planning. Table VI below records that 
while the yield pattern of Indian soil has not changed for the 
worse, the productivity of Indian agriculture has so far 
remained out of control^ : 

It has been officially recognised that only a part of the 
increases in agricultural production realized during the First 
Plan period can be attributed to the investment undertaken 
in the First Flan. In respect of foodgrains, in particular, 
though the output in 1955-66 was about 11 million tons 
higher than in 1949-50, the actual production potential 
added on account of the programmes included in the First 
Plan was less than 6 million tons.^. The rest can, therefore, 
be explained only by factors extraneous to the Plan. In 
fact, since irrigation facilities arc limited to certain areas, 
most agriculture in India is still very much subject to the 
vagaries of the weather. But there is another factor which 
is to some extent controllable and yet continues to play havoc 
with Indian agriculture is flood. While drought should not, in 
the face of expanding irrigation facilities pose a serious 
problem, it is necessary to take up flood control measures on 
top-priority basis to immunise at least those parts of the 
<iountry which are particularly vulnerable to threats of floods. 
Table VII shows the extent of damage done by floods in some 
•of the States during 1950-56 : 

Over the last five years, a complex organisation has been 
built to tackle the problem and a High Power Committee has 

7. Agricultural Situation in ludia, July 1958. 

•8. Heview of the First F^^Year Plan, p. 100. 
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TABLE VII 

Damage through Floods during 1950-56* 


1 

State 1 

Total damage 
(Bs. lakhs) 

Percentage of total 
damage in India 

U. P. 

10,627 

33% 

Bihar 

8,880 

27% 

Punjab 

4,796 

15% 

Assam 

3,719 

12% 

W. Bengal 

2,053 

6% 

Orissa 

1,263 

4% 

Andhra 

607 

2% 

Others 

345 

1% 


32,289 

100% 


* Beserve Bank of India Bulletin. 

already gone into the questions and made a number of reco¬ 
mmendations. The High Power Committee concluded that if 
there were no flood damage, India’s annual national income 
would go up by Bs. 100 crores. It was, therefore, surprising 
that the pruning necessitated in the Second Plan, because of 
paucity of resources, should fall on this important head. By 
and large, the areas which need immediate attention are the 
catchment areas of multi-purpose dams, the Himalayas with 
their foothills and the Indo-Gangetic Plains. Physical control 
methods such as storage reservoirs, detention basins, channel 
improvements, diversion etc., as well as methods for reducing 
or redistributing losses should be taken up in these areas without 
delay. It seems adequate attention has not been paid so far 
even to the emergent schemes of flood control for which the 
High Power committee urged top priority. 

Weakness of the Organization Effort : One of the 
factors which has been responsible for the tardy growth of 
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agricultural production is the weakness of the organisational 
eflfort. The following measures, for instance, were intended 
to make a substantial contribution towards increasing 
agricultural production : 

(i) Supply of improved variety of seed to all farms ; 

(ii) Preservation of local manurial resources towards full 
utilisation ; 

(iii) Full utilisation of the irrigation potential already 
created ; 

(iv) Provision of adequate and timely credit : and 

(v) Efficient implementation of the land reform measures 
already enacted with the view of imparting a feeling 
of security to the farmers. 

Progress in establishing seed farms is far from satisfactoiTr 
’ The number of farms reported to have been set up during 
1956-58 were 1,270 against the target of 1,895. The main 
hurdle here appears to be the difficulty of acquiring land for 
the seed farms. The permissible price initially stipulated for 
the purchase of land was unrealistically low and was subse¬ 
quently raised. But before this could be done, some very 
valuable time was lost. The two best administered States— 
Bombay and Madras—reporting on the progress of the Seed 

Multiplication Scheme state : .As against the five-year 

target of 450 seed farms, none was established in 1956-57. 
166 farms had been set up during 1957-58, and the remaining 
284 are proposed for 1958-59. The full effect of these farms 
on the supply of good seeds would be felt in the la$t year 

.” (Bombay) ".The State bad to set up 360 sedd 

farms in the first three years. In 1956-57 and 1957-58, great 
difficulty was experienced in selecting sites because of non¬ 
availability and high price of land. It is expected that 

during 1957-58, 100 seed farms would start functioning*’. 

(Madras). Even if the seed multiplication is successfully 
achieved on the State farms, the problem of making improved 
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seeds available to each and every farm in hundreds and 
thousands of villages will present a formidable organizational 
problem. The point is that in so far as the problem of 
supply of improved seed is concerned, the major difficulty is 
not lack of finance but lack of proper organization for its 
initial production on Government farms and its distribution 
to the cultivators. 

Regarding the supply of fertilizers, apart from the overall 
shortage, the main bottleneck appears to be again organiza¬ 
tional. The Nalagarh Committee on Agricultural Administra¬ 
tion, writing on this subject, observe : “it has been generally 
felt in the States that not only sufficint fertilizers are not 
being allotted by the Government of India but the fertilizers 
allotted from Sindri and other factories are not received by 
them regularly and in time for application to the crops. In 
any case, it needs to be emphasized that the main reliance 
in the matter of fertilizers should ho on the preservation and 
use of the local farm-yard and other manures—primarily an 
organizational problem—rather than on the receipt from a 
lew centrally situated large-scale fertilizer factories. In fact, 
the supply of chemical fertilizers from the central factories 
should be made conditional on the full utilisation of all 
available local resources by the agriculturists. 

The weakness of the organizational effort has been most 
dramatically exposed by reports regarding the non-utilisation 
of irrigation water made available through major irrigation 
projects. According to recent estimate at the beginning of 
1958-69, the total irrigation potential at headworks of large 
and medium-scale irrigation schemes, undertaken during the 
First and the Second Five-Year Plans was 10*2 million 
acres. The potential at the outlets was, however, only 7.26 
million acres, while the actual irrigation at the end of 1957- 
^58 was no more than 4.9 million acres. One or two typical 
oases may be mentioned. In the Mysore State, as against 
the irrigation potential of 10'6 million acres, the actual area 
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irrigated was only 1*2 million acres. The respective figures 
for the Tungabadra Projecb are 5,80,000 and 33,000 acres. 

In this connection, it would be interesting to know that 
**for every million acres of irrigated area, the Government 
has to provide approximately, on an average, 2,500 miles of 
canals and the village has to provide four times that length 
10,000 miles of field channels**. This is a colossal task 
and though it would require provision of funds, mainly in the 
form of credit to the cultivators for the construction of field 
channels as well as for switching over from dry to irrigated 
farming* much of it can be accomplished by the application 
of human labour. Once again, therefore, the main problem 
in the fuller utilisation of the irrigation potential is organiza¬ 
tion. Institutional changes will, no doubt, be required but 
that too is mainly a problem of organisation and not of 
investment^. 

Views of Foreign Experts ; In recent years, a large 
number of foreign experts have visited this country to study 
our agricultural problem. Most of them observed conspicuous 
lack of inventiveness and originality in our handling of the 
simplest problems of agriculture. And most of them felt that 
a systematic study of indigenous techniques and interchange 
of experience obtained in different parts of the country would 
offer us promising results. One is particularly reminded of 
the provocative observations of Professor Bene Dumont, the 
world's leading agronomist, and Professor J. B. S. Haldane, 
the world-famous Biologist. 

Professor Dumont, who came to India recently as a 
member of U. N. team to study India’s efforts for agricultural 
development, felt that the position of the Indian peasant 
after Independence was not only far backward to that of the 
English peasant at the time of the Industrial Bevolution but 

9. The organisational Approach to the 3rd Fivo-Yoar Plan, M Ii. 
Dantwala. AIGC Economic Beview, March 15, 1959. 
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to that of the Ohinese peasant, not only of to-day but even 
of past ages. For, China has known methods of intensive 
•cultivation with use of different varieties of organic manure 
from very ancient times. Coming to the present day diffi¬ 
culties in the drive for increasing production, Professor 
Dumont laid particular emphasis on the following features : 

(i) The share-cropping system (He criticises Indian 
land reform measures for not having attacked this 
incentive-killing system). 

(ii) Irrigation canals and drains are left to bo silted up 
for lack of cement and agricultural machinery cannot 
be produced for shortage of steel (while cement and 
steel are used for paving streets and installing 
toboggans for viUage children). 

(iii) The Oram Sevaks have to devote their attention to 
every single aspect of village life, so much so they 
have no time to look to agricultural production. 

(iv) In the case of many giant irrigation projects water 
flows down only the various big and small canals 
constructed by Government; no network of subsidiary 
canals have been dug by the cultivators, nor have 
bunds been elevated to hold back on the fields a 
large part of water received from rains (Of acreage 
officially brought under irrigation, he estimates that 
not more than a sixth gets actual benefit). 

(v) It is wrong to make peasants pay for water at rate 
of acreage irrigated rather than at the rate of volume 
of water used. The current system provides no 
incentives to the peasant to make economic use of 
water. He floods his field during the rains and runs 
short of water when it is dry and therefore water is 
all the more necessary. As a result even in the 
regions served by large irrigation systems, double 
cropping is as yet very much smaller than what is 
possible. While in West Bengal only 14 per cent of 
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the land is double cropped, the proportion is two- 
thirds in the Red River delta of North Vietnam the 
natural and human conditions of which are analogous 
to those of West Bengal. The proportion of double 
cropping is higher still in the neighbourhood of 
Canton. Double cropping has been very largely 
developed in China under very much more “acrobatic" 
conditions in which agriculture is being converted 
into regular market gardening, for protecting seedlings 
from frost. (Prof. Dumont is of the opinion 
that it is tropical conditions which favour most 
double and triple cropping. He feels the vast Indo- 
Oangctic Plain, as well as the coastal plains and 
the delta regions of India are by no means inferior 
to Southern China. The Chinese success in multiple 
cropping is accounted for to a large extent by their 
insistence on minor irrigation). 

(vi) Only more labour on the part of the under-employed 
rural population can bring forth a real change in 
India’s agriculture, (There are various ways of 
obtaining more labour within a “non-totalitarian" 
set-up.) 

In the European democracies one pays lots of taxes for 
roads and many other social overheads, and the amount of 
tax paid is not left to the choice of the tax-payer ; in India, 
however, shramadan is a purely voluntary contribution. In 
India one could think of raising the basic land tax in places 
where it has fallen too low (having been too high in the 
past). The resources so gathered may be returned to the 
same villages to subsidise land improvement works. As a 
result, the village community would oommand exactly as 
much purchasing power as it would if the land tax were not 
raised and the villagers contributed free labour. Panchayats 
could also call for contribution of labour from its members 
for the creation and maintenance of public utilities, above all 
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of roads and minor irrigation works. A national labour 
service could be instituted as a shock brigade, capable of 
moving to any nerve centre of development. 

It would of course not bo possible to expect the 
participation of the bulk of rural population in unpaid work 
on land improvement unless there is land reform and 
distribution of land in a sufficiently egalitarian fashion to 
make everybody interested in land improvement. Once this 
reform is effected, the peasant proprietors in every village 
could be asked to contribute in money at a higher rate. The 
money so realised could be used to pay landless labourers for 
working in the off season. The landless labourer has in any 
case got to be paid, for he has no other source of income. 

Though the remark of Professor Dumont that “the 
acceptance of the Welfare State has led to the institution of 
agricultural extension and other attempts at rural reconstruc¬ 
tion in which more attention is paid to obtaining eye-catching 
results than to the cause of production*', appears exagerated 
some of his observations quoted above are not without 
justification. It is a fact that adequate cement and steel 
have not been allotted for agricultural purposes ; it is also a 
fact that the Gram Sevak or the Village level worker in India 
is required to look after too many jobs over too large an area. 
The following figures showing the workload of the gross-root 
guide in various countries reveal how badly overloaded the 
Indian Village Level worker is : 


Country 

Farm-population served per 
gross-root guide 

Holland*^ 

2C0 to 500 

Denmark* 

370 (in addition to one assistant 
officer for every 700 farmers). 

U. K • 

1/00 

U. 8. A.* 

1,000 

Bed China** 

2,500 to 5,000 

India 

6,600 to 10.00,000 

*Improvement of 

Agrioultnral Extension Services in European 

Oountries, F. A. 0., U. 

N.. 1954, p. 6. 

**BepoTt of Indian Delegation to Ohina^ Govt, of India, 1956, pp. 45 & 142. 
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(Figures for India relate to the range of average population 
eerved by the V. L. W. whose entire circle population has 
been treated as agriculturist). 

I have already drawn attention to the question of non¬ 
utilisation of irrigation water and introduction of multiple 
■cropping on irrigated area in the previous chapter. I would 
like to add hero that the increase in crop yield brought about 
by irrigation varies substantially. It is probably much less in 
the alluvial tracts of Northern India than in tbe Peninsula. 
Introduction of irrigation may sometimes even lower yields 
and should then be looked upon only as an insurance against 
drought. Use of irrigation water for sugarcane and garden 
crops, though it makes the area concerned prosperous, has 
only a small effect on the national production per head of 
population. No irrigation project without an adequate 
drainage scheme should therefore ever be accepted. 

Finally, about agricultural research, Prof. J. B. S. Haldane 
finds it depressing that much of agricultural research in this 
country should follow the standard, conventional Western 
lines. A 100 years ago, he says, it was the height of ingenuity 
and rural inventiveness when people in Britain or Germany 
first thought of applying their new knowledge of chemistry to 
the field of agriculture. He found it rather depressing to-day 
that researchers in this country should have a similar feeling. 
Indeed, though rapid strides are being made in the field of 
agricultural research, there has not so far been a systematic 
study of indigenous techniques and interchange of experience 
obtained in different parts of the country. 

The programmes of agriculture development in future must 
be planned wisely. But to plan wisely we must first examine 
what has gone wrong. We have seen that the variations in 
the monsoons are still notorious and that our soils are being 
exhausted by inefficient farming. Nevertheless a little humus 
and nitrogen can make Indian soils still very productive, so 
long as there is enough water. Indeed, much of India is well 
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supplied with moisture ; irrigation prospects are good and through 
adequate supply of water two or three harvests a year are 
feasible. The chief obstacles, in fact, are not natural but 
human. The First Plan accomplished many major irrigation 
schemes. The water runs freely along the channels under 
the dykes throughout the rainy season but the peasants have 
not built side canals to bring the water to their fields. The 
water stored at great cost behind the dams is distributed in 
wasteful manner during the monsoons. The peasant pays by 
the surface, and not by the volume of water which ho really 
uses ; hence he has no interest in economy. Indeed, if it was 
possible to measure the volume of water used by farmers that 
would have been better criteria for fixation of irrigation rates* 
In many areas where irrigation was installed 12 to 30 years 
ago and whore the water runs over during 7J months, the 
irrigation system still supports only one rice-crop, becoming a 
paddy-field 4 months after thinning. The extension of double- 
cropping has hardly begun in India even though the Indian 
climate is most suitable for it. Thus the huge capital 
investment on irrigation is largely wasted. The accent of 
agricultural development under the Third Five-Year Plan 
should, therefore, be more on operational efficiency, organisa¬ 
tional improvements and allocation of resources directed to 
increase production quickly, than on new investments on 
massive scale and in haphazard manner. It is hoped that 
the agricultural administrative machinery would be 
streamlined according to the recommendations of the Nalagarh 
Oommittee on Agricultural Administration. To conclude, if 
Indian agriculture has to keep up, if not outstrip the growth 
of population, it has to exploit the irrigation potential already 
installed, the resources of rural man-power to the full, provide 
all classes of agriculturists with a direct motive to invest 
and gear up the administrative machinery fully. What is 
needed is hard work on the part of peasants as well as all those 
fiOucernAd iir;ih the administration of agricultural production. 
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Major and Minor Irrigation 
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Allocation for multipurpose projects has been distributed between Irrigation & Power. 
Expenditure on Centre's Share in D.V.C. is included under multipurpose projects. 




OHAPTEE IX 


industrial development : RETROSPECT AND 
PROSPECT 

In all underdeveloped countries there is a break-through 
point at which the industrial complex starts to work as a 
related group of industries and not just as a series of single 

units. India is perhaps the first among the democratic 

countries to experiment with a reversal of the normal process 
of industrial development, i.e., to take up the expansion of 

capital goods industry prior to the more usual expansion of 

consumer goods industries. Another feature of industrial 
development in India in recent years is the gradual recogni¬ 
tion of the role of the State in the process of industrialisation. 
The purpose of State leadership in the development of key 
and basic industries is to provide the necessary momentum 
as well as the wherewithal in the economy for a cumulative 
growth of industries.^ As in other countries, especially 
XJ* E.> n« S. At, and Germany, there has been need in India 
for reserving new units in certain industries for the public 
sector. One of the purposes of such reservation is to make 
progress towards a Socialist Pattern of society. Another 
reason is that public investments in the development of key 
and basic industries provide better opportunities for private 
investment. The progress made so far in the industrial 
expansion of the country is a clear proof of the advantage of 
this new partnership between the government and the private 
sector. The growth of industries in the public and private 
sectors are complementary and their interests are not 
exclusive but in a very large measure inter-twined. 

Apart from the fact that the public sector in India is 
doing things which the private sector probably would not 

1. This policy is underlined in the revised industrial policy resolution 
4)f the Government of India, as announced in April, 1956. 
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there are complementaritieB between the public and 
private sectors. These are partly income complementarities 
and partly supply complementarities. A very considerable 
stimulus was provided to private industry by the fairly heavy 
public expenditure in the early portion of the Second Five- 
Year Plan. There is an income complementarity here. Unless 
private incomes grow, the revenue from taxation suffer and 
they will not be available for public expenditure. But the most 
important complementarities are supply complementarities. 
Unless the State undertakes a large fraction of the kind of 
public expenditure proposed in the various formulations of the 
Third Five-Year Plan, for instance, transport, power, and a 
variety of such other undertakings which would be needed by 
private industries, would not be available. It may be pointed out 
that while the acceptance of Socialist pattern of Society in 
India does imply the judgement that it is desirable, in the 
present circumstances, for the State to extend its activities 
in the economic sphere, it does not imply an embargo on the 
development of private initiative or enterprise. Still less does 
it imply a determination to create eventually a monolithic 
State with complete control over all economic activities. The 
fundamental need of the Indian economy is that of rapid 
increase in production and productivity and it is precisely in 
order to facilitate the process of rapid progress that an 
increase in the activities of the State is envisaged. But 
where the economic horizon is expanding continuously there 
need not be any fear that the extension of the public sector 
would be at the expense of the private sector. At the Ooty 
Seminar of the Congress Planning Sub-Oommitteo, it was 
made abundantly clear that for many years to come there 
would be scope for private initiative in medium and large* 

2. Problems of India's eoonomio development, Dr. Max Millikan 
(Address to the Planning Seminar of the Federation of Indian Ohambers 
of Commerce & Industry in New Delhi on November 28th 1959). 
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scale sectors. It was however emphasised that a great duty 
rests upon the society as well as those who are concerned as 
owners or managers of large-scale enterprises to see that such 
enterprises are not utilised for exploitative purpose and that 
they do not lead to misdhection of resources or concentration 
of wealth and power. 

Trend of Industrial Production: Under the Plan> 
programme of investments, the economy has made rapid, 
strides towards industrialisation. The rate of industrial 
growth since the beginning of the era of plannings when 
compared to the rate of growth of some of the industrially 
advanced countries in their initial stage of development 
appears to be markedly striking. However, in making an 
assessment of industrial progress it is necessary to keep in 
mind a number of factors. In the first place, it is necessary 
that we assess ourselves objectively and derive legitimate 
satisfaction from our achievements no less than draw lessons 
for the future from the mistakes we have committed. 
Secondly, because of two reasons the statistics from which 
we assess our progress give a downward bias in interpretation 
for instance, ail indices of industrial production, however 
perfectly compiled, cannot give an impression of the qualitative 
development in industries. In our present state of develop¬ 
ment, it would from the point of view of genuine industrial 
progress be of impressive significance if we made the 
machinery ourselves as well as the raw materials, even if the 
impact of such manufacture on the index of industrial 
production may in the short run be negligible. Between 
1953 and 1958. there was a fall in our index of production 
of cotton textiles. But it was during this period that we 
succeeded in making a whole range of textile machineriee 
required for an integrated cotton textile industry other than 
blow-room machinery. There was no serious technical 
difficulty about blow-room machinery and steps have now 
been taken to manufacture these as well. The total effect 
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on the index of industrial production and of a rise in the 
production of textile machinery was insignificant or possibly 
actually downward. Nevertheless, from the qualitative point 
of view, the advance was impressive. The second difficulty 
in the interpretation of industrial statistics arises for technical 
reasons. The current series of index numbers issued by the 
Government of India has 1951 as the base period and the 
weights assigned to individual industries are proportional to 
their respective net output during that year. Since 1951, 
however, a number of industries have been developed in the 
country. Moreover, industries producing capital and inter¬ 
mediate goods have been expanding at a faster rate than 
those producing consumer goods. The change in the whole 
industrial complex since 1951 and the fact that the expansion 
has been more rapid in those industries which have relatively 
small weights, gives a downward bias to our indices of 
industrial production. This difficulty is not peculiar to India ; 
it exists even in the United States which has an enormous 
industrial base and where, one would have thought, expansion 
of production or new lines of production would not make 
very material difference to the appropriateness of the base 
year. 

It is said that the downward bias inherent in the index 
of industrial production is significant even in the United 
States. If it is so, the problem is more serious in India. For 
instance, adding three steel plants would have a hardly 
noticeable effect on the American index of industrial produc¬ 
tion ; in India, it would be a matter of deep significance. It 
is true that during a period of rapid transformation—where 
the industrial structure itself as well as the pattern of wage 
rates and profitability are undergoing significant changes— 
the maintenance of long-term comparability gives rise to 
difficult problems of statistical technique. Be that as it mayi 
the need for adequate, accurate and timely statistics for the 
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use of policy makers can hardly be over exaggerated.* 

Subject to the margin of under-estimation mentioned above, 
the progress shown by statistics relating to industrial 

production since 1951 appears impressive by any standard. 
The index of industrial production for the year 1958 stood at 

140 (1951 -100); on the same base the index in the U. E. 

for 1958 was 117.5 and in the U. S. A., 111. For the first 
six months of 1959, the Indian index was 147 compared to 
122 in the U. E and 124 in the U. S. A. To assess our 
performance more correctly in the international setting, it 
would be appropriate to compare it with the progress in the 
developing economy of the larger countries in Latin America. 
The index of production of Mexico for instance, was 148.5 in 
1958, 8.5 points higher than in India. This suggests that 
the progress of industrial production in India has so far been 
highly satisfactory, more particularly because 1957 and 1958 
were poor years and the rate of growth had slowed down 
very considerably. 

The following table shows that industrial progress in 


India has been continuous, though the rates have varied : 
Industrial Progress 
(Figures relate to development both in 
public and private sectors.) 

Year Bate of growth over previous year 

1952 3’6% 

1953 1'9% 

1954 69% 

1955 8*4% 

1956 8'3% 

1957 3*5% 

1958 1*7% 

1959 (half year) 5*1% 

Source'—Bflssrt;e Ba^ik of India Bulletin, December 1959 


3. Speech of Shri H. V. R. Iyengar, Governor of Rosorvo Bjink at the 
10th Annual General Meeting of the Bureau of Industrial Statistics 
Galoutta, held on November 80, 1959. Beserve Bank of India Bulletin^ 
December, 1959. 
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If the above statistics indicate anything, it is that India 
has the skill and capacity to take* rapid strides in industrial 
development, and that under right conditions this would 
ensure continuance of progress at a sustained high level. 

The period of investment programme since 1951 saw a 
remarkable growth in engineering, chemical, and allied 
industries, the products of some of which even found markets 
abroad, as for instance, in respect of automobiles, cycles, 
radio, hurricane lanterns, viscose rayon, glass sheet, small 
tools, electric transformers, certain pharmaceutical preparations, 
auch as liver extract injections, plastic and rubber goods, 
iron finished goods, electric bulbs, centrifugal power-driven 
pumps, etc. The development of machine tool, automobile 
and electric engineering industries established the secondary 
base for industrial growth, which till recently were either 
absent or insignificant in spite of the progress and expan¬ 
sion of consumer-goods producing industries (such as textiles, 
jute, soap, match, sugar) and basic metal producing industries 
{such as iron and steel, mica, manganese and coal) for over 
forty years. In England, for instance, the development of 
engineering industries occurred concurrently with the 
<}onsumer-goods producing industries. But in India, the 
secondary basic industries lagged behind for a considerable 
period and came into existence on the initiative and assistance 
of the Government, which is now actively pursuing the 
policy of developing these basic industries through the 
formation of several schemes, the sizeable contribution to 
oapital formation of enterprises, establishment of Development 
Councils, conferment of Tariff protection, and fiscal concessions 
in the shape of tax concessions and tax rebate. 

Growth of Heavy Industries ; In any economy, heavy 
industry depends on a balanced growth of heavy engineering 
industries including machine tools, machine building and 
metallurgical industries and basic chemical industries. The 
Second Plan, while laying emphasis on a substantial expansion 
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of the steel industry, also envisaged a simultaneous advanco 
in the field of machine building and basic chemical industries 
through a joint and co-ordinated effort of the public sector 
and private enterprise. 

The extent of our achievements in the last ten years or 
so can best be appreciated by a look at a cross-section of 
the existing heavy industry in the country. Currently, India 
is producing about 1.3 million tons of finished steel ; 12,00(1 
wagons and under-frames and sizeable quantities of sugar 
mill machinery (Bs. 2.5 crores), cement, chemical, construction 
and agricultural machinery (Rs. 3 crores), about Rs. 4 crores 
worth of machine tools, 30,000 diesel engines, 34,000 auto¬ 
mobiles and 2 million ball bearings besides electric motors 
to the tune of 6 lakhs H. P., one million KVA of power 
transformers and 288 million running feet of welding 
electrodes. The value of industrial machinery now being 
produced in India is about Rs. 120 crores per year as against 
less than Bs. 10 crores annually five years back. 

When more steel becomes available in the near future 
with production in the three steel plants increasing, the 
output in many of these industries would be substantially 
raised. 

On the metallurgical side, we are at present producing 
16,000 tons of aluminium, 7,000 tons of copper, 16,000 tons of 
ferro-manganese as well as some quantities of zinc, lead and* 
antimony. Again, in regard to heavy chemicals, substantial 
capacity has been developed in the country for items like 
caustic soda, soda ash, sulphuric acid, cement, etc. New 
lines of production have also been established in items like 
hydrogen peroxide, industrial and mining explosives, ammonium 
nitrate, acetone, etc. 

While the existing capacity in the country is thus not- 
insignificant, substantial addition to the heavy industry 
potential of the country will be made with the completion 
during the next three years of a number of Public Sector 
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projects now under varying stages of construction. Among 
the more important of these projects are the Heavy Electrical 
Project at Bhopal, the Heavy Machine Building Plant and 
Heavy Foundry and Forge at Banchi, the Coal Mining 
Machinery Plant at Durgapur and the proposed foundry at 
Hindusthan Machine Tools, Bangalore. 

The Heavy Electrical Project at Bhopal will manufacture 
large power transformers, control and switch gear, motors, 
generators and turbines, etc. Production is expected to 
commence during the middle of this year and reach an 
estimated output of Bs. 12.6 crores by 1963-64:. The Heavy 
Machine Building Plant being set up at Banchi, will have a 
capacity to manufacture 45,000 tons of heavy machinery items 
comprising blast furnace equipment, stecl-makiug equipment, 
cranes, rolling mill equipment, coke even plant, etc. It will 
also produce spare parts for these. This plant is expected 
to commence production in 1963. The Foundry Forge at 
Banchi which will also start production more or less simuN 
taneously, will have a capacity of about 70,000 tons of 
different types of castings and forging in the first stage. The 
Goal Mining Machinery Plant at Durgapur will turn out 
30,000 tons of mining machinery items every year and will 
commence production in 1963. It will have its own foundry 
forge. Another foundry which is being set up at Hindusthan 
Machine tools will appreciably add to the country’s capacity 
for quality castings. 

In the private sector also, rapid development is in progress. 
Already the production of sugar mill, textile and chemical 
machinery has recorded substantial improvement. There has 
also been a considerable increase in the manufacture of 
structures and foundry capacity, which will have a major 
effect in increasing the indigenous content of automohilo 
industry. 

In 1960 substantial additional capacity in respect of a 
number of items like transformers, structures, steel castings. 
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etc. will materialise. More units are being established raising 
the capacity of aluminium to 90.000 tons per year and 
zinc and lead to 15,000 tons and 8,000 tons per year 
respectively. 

Some other major projects for making industrial machinery 
will go into production in the next two or three years. For 
example, proposals for the manufacture of paper, fertiliser, 
chemical and other types of industrial machinery in Orissa 
in collaboration with three prominent West German firms ; 
the proposal to set up a plant for manufacture of cement 
machinery at Durgapur with the assistance of a British 
firm, etc. 

Expansion Programmes : Much as all this will amount 
to, it is clear that very much more has to be attempted in 
the next Plan. The country can ill afford at this juncture 
to be preponderantly dependent on imports. 

Towards the rapid expansion of heavy industries in the 
country, a number of important expansion programmes has 
been decided upon. The capactiy of the Heavy Machine 
Building Plant at Banchi is proposed to be doubled to 80,000 
tons of plant and machinery per year. When this materialises, 
the plant will, among other machinery, turn out steel 
machinery enough for setting up one steel plant of one million 
tons capacity every year. In regard to the Bhopal plant, a 
programme of four-fold expansion of output to Bs. 50 crores 
per annum hy the beginning of the Fourth Plan is being 
currently finalised, in anticipation of the large demand in the 
near future for heavy electrical equipment, thanks to the 
large-scale expansion of power schemes in the country. The 
Durgapur Coal Mining Plant will also expand its production 
to almost doable the original estimate. Besides, it will also 
produce equipment for oil drilling, a field of immense possi¬ 
bilities. The Hindustan Machine Tools, another Government 
undertaking, has finalised an expansion programme to double 
its production by 1963. 
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Government have recently announced their decision to set 
up in the Public Sector two projects for the manufacture of 
structural plates and vessel works. The capacity of these 
two works which are expected to go into production by early 
19G2 will be about 10,000 to 12,000 tons each. 

Apart from these schemes. Government have also under 
consideration a number of new proposals for developing heavy 
industry in the country. Among these are the setting up of 
two new Heavy Electrical Projects, one with Soviet collabora¬ 
tion and another with Czech collaboration for production of 
equipment like hydro and steam turbines, diesel generatorSr 
motors, transformers and switch-gears. Another project for 
setting up a heavy machine tool plant is being undertaken 
with Czech collaboration. The exact size and scope of these 
projects are yet to be settled. 

The Government has set up a National Industrial Develop¬ 
ment Corporation to foster the establishment of new basic 
industries and to provide finance and advice for existing 
industries. It provides credits for industry through the 
Industrial Finance Corporation of India and the Finance 
Corporations of the States. The Industrial Credit and 
Investment Corporation of India Ltd., has been formed by 
private interests in India and abroad to provide credits and 
other assistance for private industry. 

Some growth features : Certain broad features of the 
progress in the organised industrial sector may now be noted. 
In the first place, it would perhaps be admitted by everybody 
that measured in terms of investment and taking into account 
the relatively primitive base on which we started in 1951, 
we have made substantial progress since then. Secondly, it 
is somewhat clear that progress has been greater in capital 
and intermediate goods than in the consumer goods.^ Thirdly, 

4. Between 1951 and 1956, the percentage, measured in terms of value 
added by manufacture of consumer goods industries fell from 49*5 to 
46*4 and that of producer goods industry correspondingly rose from 50'5 
to 53 6. Reserve Bank of India Bulletin December, 1959. 
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while we have no information about total capital formation 
in the organised sector daring the First Five-Year Plan, the 
figures of gross capital formation of public limited companies 
since 1956 show that these years have been marked by 
spectacular growth. 

Fourthly, the accruals of foreign capital, though important 
in particular industries, have formed a relatively minor 
element in the total complex of industrial achievement. 
Daring the entire period from 1961 to 1958, the total net 
foreign non-banking investment in India, including ploughed 
back profit, amounted to about Bs. 231 crores, including loans 
taken from the World Bank. Excluding World Bank loans, 
the figure was only 157 crores, an average of less than Bs. 20 
crores per year. It is important to emphasise that foreign 
capital can be of critical importance in industrial development. 
In 1957 and 1958, there was a substantial fail in the rate 
of industrial growth due to a crisis in foreign exchange. 
But the revival in 1959 is due to a large extent to the relief 
provided by foreign assistance. It may be pointed out that 
as against Bs 247 crores in 1956, the net inflow of foreign 
private capital in 1957 was only Bs. 16.8 crores. It slumped 
to a mere Bs. 10 crores in 1958 (though it was all due to 
the sharp decline in the oil industry alone). The World 
Bank’s investments in India are showing a substantial 
increase perhaps because its investments enjoy special security 
and are immunised against risks that attend private invest* 
ments. Nevertheless, there are enough built-in safe*guards in 
our administration to ensure that foreign capital is employed 
in the national interest and in particular that it ensures the 
rapid growth of indigenous talent in the technical field. It 
is therefore necessary to so shape our policy and procedure 
that foreign capital is attracted in increasing measure. 

5. Between 1950 and 1958 gross fixed assets of publio limited 
companies were up by 120 per cent. JReserve Bank of India Bulletin 
December^ 1959. 
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Fifthly, there is the problem of the availability of finance 
to the corporate sector. In the U. E. approximately 50 
per cent of the total finance required by the corporate 
business sector was in the last few years found from internal 
sources, i.e., from retained profits and depreciation. In the 
U. S. A. it has been over 60 per cent in recent years. In 
Japan, it has been of the order of 33 per cent. In India, 
during the years 1961-55, it was 60 per cent ; it slumped to 
37 per cent in 1956 and 27.6 per cent in 1957. There has 
been a corresponding and sharp rise in the use of bank 
credit for financing industrial development. In the five years, 
1951-55, bank credit constituted 6 per cent of the total 
finances used for asset formation ; in 1956, this percentage 
rose to 25 and in the subsequent years, fell to 20‘5. The 
internal resources used for capital formation in public limited 
companies were Bs. 73 crores during 1951-55. Rs. 117 crores 
in 1956 and Bs. 83 crores in 1957. It has been argued in 
some quarters that excessive taxation has reduced the ability 
of Indian industry to put in adequate depreciation and 
reserves. Though this conclusion seems unwarranted, the 
problem needs a systematic study. What however is important 
is that as a combined result of fiscal policy and sound 
company management, substantial internal reserves should be 
continuously available for development. 

Sixthly, it has been argued on the basis of studies in 
certain isolated industries that the existing industrial capacity 
in India is not being utilised to the maximum extent and 
that this reults in wasteful investment of capital and avoid¬ 
able unemployment. There may bo several reasons for the 
under-utilisation of the available installed capacities in the 
different industries. A systematic study of this problem has 
become urgent.^ 

G. According to a paper submitted by Dr. S. G. Bao entitled 
Mecbswrement of Underutilisation of Installed Capacity in Industry and 
its Eject on Industrial Output and Employment submitted to the Eighth 
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Industrial development in recent years have also revealed 
a number of growth problems. Expansion of some engineering 
units in the private sector in horizontal line resulted in 
installation of capacity in excess of the desired targets. This 
problem is usually associated with the factors of economic 
growth which under free enterprise leads to over-investment 
in unplanned lines. This problem has been quite similar to 
the problem of over-investment in post-War Japan where 
some of the industries suffering under excessive installation 
has experienced deflationary conditions caused largely by 
under-utilisation of the installed capacity. 

A number of industries have of late revealed the degenerate 
tendencies affecting thereby the general industrial progress. 
A recent assessment of financial position of 53 jute mill 
companies relating to the year 1955 indicates, for instance, 
that while 80 companies (having total loomage of 30,567) 
showed a net profit of Bs. 1.31 crores, 23 companies (with 
total loomage of 26,992} showed a loss of Bs. 1'07 crores. 
According to a recent statistical Bulletin (April 1958) of 
Indian Textile Industry, out of 476 mills in existence 19 
mills were reported to be closed on account of uneconomic 
working and accumulation of stock with the industry. Most 
of the factory units in cotton textile and jute industries 
appear to suffer from outdated machinery and equipment, 
high rate of obsolescence and depreciation and needs complete 
modernisation and renovation. Another factor affecting the 
textile industry is the mismanagement of mills. The setback 
produced by these factors in the context of industrial progress 
assumes particular significance. In the main, it indicates the 
progressive operation of economic growth which brings in its 

Conference of Central & State Statitioians . hold in New Delhi in 
December, 1959, roughly about Rs. 278 crores worth of additional production 
with a possible additional employment of nearly 2 lakhs could have been 
achieved during the year 1958, had the entire installed capacity in a 
Ti umber of industries been utilised. 
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wake inoreased productivity, at relatively lower price-cost 
ratios, which evidently impose strains on the operations of 
the old and backward units whicli sooner or later tend to 
break under its impact. 

Economic growth creates fresh supply bases, extends 
power and transport facilities and with this new locations 
gain in importance. At the same time, the universal tendency 
in price-levels to rise under the impact of investment 
activities, make certain locations to lose their former 
economic importance. In this process, the generating factors 
create difficulties for the units located in such 'uneconomic* 
locations. This particular phenomenon explains the difficulties 
experienced by textile units located in Kanpur and Vidarbba 
regions.^ 

Another aspect of industrial growth is the emergence of 
trend relating to accumulation of stocks. While accumulation 
of stocks in respect of durable and semi-durable goods, is 
characteristic of basic and capital goods producing industries 
—since the demand for these goods emerge slowly and is 
usually less elastic—the accumulation of stocks with consumer 
goods industries is symptomatic of overproduction and growing 
inelasticity in consumers’ demands. According to a recent 
enquiry into the textile industry, by the Joshi Committee 
the glut in the cloth market in October 1957 was the result 
of significant overproduction of coarse varieties especially 
Dhoties and Saries at a time when there was definite 
consumer preference for better varieties. In part, the position 
deteriorated owing to over-investment in industries which 
over-reached the targets of production at higher level of 
prices, which widened the capital output ratios making it less 
profitable abroad or at home. The higher price necessitated 
by increased excise duties and rise in raw material prices 

7. Some aspects of India’s Recent Economic Growth ; F. Y. 
Chinchankart United Asia, August 1958. 

11 
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resulted in raising the costs of production on the one hand 
and cutting sharp the ‘family budgets’ and thereby overall 
demand on the other. 

An important feature of the growth of industrial develop¬ 
ment in the last decade has been the coming into being of a 
number of State enterprises. While these have so far shown 
remarkable results, the proper, effective and democratic 
administrations of such enterprises is seriously agitating 
public mind today. The utility and justification for State 
enterprises and their expanding sphere lay stress on efficiency 
and integrity. Such enterprises being new, naturally arouses 
not only public attention but also public criticism. To justify 
their existence, State enterprises should therefore be 
administered with great caution and circumspection. 

Management of State Enterprises : Obviously, those 
who are entrusted with the administration of State enterprises 
have to be responsive to public opinion as a democratic need. 
Another question of vital significance relates to the need for 
and the extent of autonomy which the corporations adminis¬ 
tering State enterprises should enjoy. One point of view is 
that autonomy, though real, must not be full and thero 
should be remote control, though the control should not be 
so remote as might tend to prove ineffective. This view 
advocates liberalisation in the mental approach as a leaven 
for initiative. Another view is that public corporations 
should enjoy serni-autonomy. Between the two, a middle 
course could indeed be found so that the ultimate objective 
of filling up the gaps in the national economy may be 
achieved without the Government losing critical control over 
them while not curtailing unduly their autonomous functioning. 
A Sub-Committee was recently set up by the Congress 
Parliamentary Party to study the questions of efficiency 
and accountability of State enterprises in India. The broad 
conclusions of the Sub-Committee that a Special Committee 
of Parliament—as distinguished from the Public Accounts 
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Oomtnitbee and the Estimates Oommitteo should periodically 
examine the workini; of the State-owned undertakings and 
that M(3mb0rs of Parliament or Legislative Assemblies should 
not be members of the Board of Management of public sector 
organisations, are based on valid considerations. Such a 
committee couid specialise in the task of examining public 
sector undertakings and thereby bring the knowledge and 
experience it gains in the examination of a State under¬ 
taking to the notice of the other; it could even act as a 
clearing house of information, besides discharging its functions 
as the watch-dog of Parliament. Again the membership of 
the boards of these undertakings by members of legislatures 
•could interfere with their effective participation in the 
legislative debates on these enterprises. 

The problem of regulating the relationship between the 
Ministers and State undertakings will however remain. For 
•the purposes of running a nationalised enterprise it is difficult 
to get a man who will take initiative on his own as well as 
reflect the Minister’s will. Very often he finds it easier to 
allow himself to be dictated by the Minister. Again inadequate 
appreciation of the Government's policy, rather than 
scrupulous regard for it, causes more mistakes by State- 
owned enterprises. The Government should assume greater 
responsibility to strengthen the enterprises and the public 
confidence. 

A Seminar on Management of Public Industrial Enterprises 
in the ECAFE region held in New Delhi in December 1959 
broadly concluded that Governmental control over public 
enterprises was necessary. But it should take the form of 
broad directives on such matters as development programmes, 
capital investments, personnel system and other questions of 
policy. There should however be no interference in day- 
to-day working. The Seminar stressed the need for adequate 
planning as one of the most important factors determining the 
euocess of public sector enterprises. It recognised the 
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necessity for extensive delegation of powers to Managing 
Directors or General Managers on such matters as sanctioning 
of capital and revenue expenditure within the framework of 
the budgets approved by the Board, the recruitment, promotion 
and discharge of personnel and all other matters relating to 
the operation of a public enterprise. 

Productivity Drive : An important element in India’s 
industrial development in recent years has been the recognition 
that a great deal can be done to raise productivity without 
sizeable investment by popularising improved methods and 
techniques. Productivity is the ratio of the resources used 
to the wealth produced. The resources include services^ 
machines, fuel, power, raw materials, managerial organisation 
etc. Optimum utilisation of the resources requires primarily 
an efficient and honest administration and cordial human 
relation. Production control and planning, plant layout and 
material handling, work study, time and motion study, cost 
control, quality control, products designs, standardisation etc» 
follow later. 

In India, a modest beginning has been made in thia 
direction by the setting up of the national and local 
productivity councils. At its first meeting held in March 1958, 
the National Productivity Council decided to stimulate and 
facilitate the establishment of local productivity councils which 
will be the main vehicles for propagating productivity. It also 
decided to set up a Committee to conduct a comprehensive 
survey of the available production in personnel in different 
fields and future requirements. The Council also decided to 
launch an eight-point programme including dissemination of 
scientific information, training in productivity method, 
organisation, productivity services at important industrial 
centres, promotion of inter-plant visits, sponsoring of visits of 
productivity teams to advanced countries, training of personnel 
abroad and invitation to foreign technicians and specialists in 
productivity It was decided to set up fifteen local productivity 
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councils during 1968-59 financial year which will have among 
their members, industrial units, institutions, individuals, and 
Organisations of industries, employers and workers. 

While the productivity drive will eventually cover all 
economic activities in the country, initially the activities of 
the national and local councils should be limited to the 
industrial field. The drive is being launched in large, medium, 
as well as small-scale industries both in public and private 
sectors. All factors and tools of productivity like management, 
production, personnel, plant and physical facilities and products 
are covered. 

A technical inquiry service and technical digest service 
was proposed to bo organised to answer technical inquiries 
from industries and to disseminate information collected from 
different sources. This will propagate productivity conscious¬ 
ness in the country. Pamphlets, reports, exhibitions, lectures, 
and seminars will be the other media for disseminating 
information. Training at all levels of management in the 
techniques and process of productivity, including scientific 
management, human relations, job evaluation, wage incentives, 
industrial designs, work measurement and methods analysis, 
is proposed to be organised. The productivity service to be 
provided will be organised through regional productivity units 
of specialists at different places. Their services will be 
provided through the local productivity councils or industrial 
units wherever there is demand from employers and labour. 
While the National Productivity Council and the local 
productivity councils have since their inception been doing 
useful work, certain aspects of the problem of productivity 
need greater attention. In our country productivity has so 
far been conceived simply in terms of increasing labour 
productivity and the aspect of workers comforts has been 
totally ignored. The lopsided emphasis is justified on the 
ground that the contribution of other agencies (or ‘input’ 
factors) is somewhat statistically unmeasurable. But the 
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establishment; of a definite relationship between the outputs 
and the input with regard to labour and/or capital is quite 
possible. Secondly, in our country the record of industrial 
directors and managers is not quite bright. Most of them are 
interested in quick profits and immediate gains rather than in 
creating a sound industrial base. While profiteering at the 
cost of the employees is the main purpose, no sincere 
discussions regarding production plans or difficulties which 
can inspire the confidence of the workers is possible. It, 
therefore, appears that for increasing productivity certain 
minimum standards of technical knowledge and behaviourial 
qualifications should be prescribed for all industries including 
those in the private sector. 

Thirdly, the workers have not been enthusiastic about 
productivity because they fear that it will only lead to their 
retrenchment. That economics of fuel and materials are 
more important to us than increases in productivity by 
decrease of labour force has never been told them. Today, 
there is considerable waste of raw materials ; lessening or 
preventing this waste will mean smaller expenditure of 
resources. If the 'output' still remains the same, it will 
mean higher productivity. But if productivity is to be 
calculated only in relation to man-hours, this increased 
productivity will not be reflected in the indices. This proves 
that calculating productivity only in terms of human labour 
is wrong. 

Finally, in India's present position, we cannot ignore the 
fact of our huge unemployment and the colossal expenditure 
that is involved in the imports of labour-saving equipment. 
An increase in productivity by installation of such machinery 
would mean the withdrawal of work from the hands of our 
own people and giving it to others outside the country* 
Greater productivity should therefore be sought in the first 
instance in better organisation, in better human relations and 
in prevention of wastage. 
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It follows from the above considerationB that the national 
productivity drive should be based on certain guiding principle. 

(1) The drive should not serve for augmenting enterprisers’ 
profits through intensification of labour, but should drive for 
betterment of working conditions and increase in real wages ; 

(2) it should serve to extend employment opportunities 
through development and expansion of the economy ; (S) it 
should not serve for the centralisation of capital but should 
strive for the stabilisation of medium and small scale enter- 
prises and betterment of living conditions of their workers ; 
(4) the fruits of higher productivity should be used for 
reduction of price, betterment of working conditions and 
reinforcement of facilities; and (5) concrete methods for 
higher productivity which will fit particular undertakings 
shall be studied and negotiated between the emyloyers and 
workers. 

Small-scale Industries : Small and cottage industries 
have been assigned a strategic place both under the First and 
Second Five-Year Plans. These industries are expected not 
only to afford employment opportunities to millions of our 
people but also to meet the major portion of rising demand 
for consumer goods which is inevitable in any process of 
development-oriented planning. It is found that as against 
an increase of only 67,000 in the labour force in the organised 
factory sector during the First Plan period, the small-scale 
sector provided new jobs to 2,67,000. It has also been found 
as a result of an evaluation of the demand, employment and 
competitive outlooks of a number of small-scale industries in 
the northern region, that small-scale industries hold excellent 
prospects. 

Daring the last five years, the Government of India have 
taken up seriously the task of assisting the small-scale 
industries. Arrangements have been made for giving technical 
advice as well as for financial assistance both for hire 
purchase of machinery and working oapitaL^ The Nations! 
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Small Industries Corporation and the All India Boards for 
small-scale and Village Industries provide the nucleus for an 
integrated scheme of assistance to small industries. The 
State Bank which had never in the past handled credit for 
the small-scale industries has made a good start in that 
direction and other commercial hanks are likely to follow 
suit. Industrial estates have been set up containing well- 
designed buildings and facilities including common workshop 
equipment ; and Government have taken the initiative in 
finding a market for the products in small-scale industries. 
Time however appears to have come when the instrument of 
industrial estates might ho used for dispersal of industries in 
rather undeveloped areas and thereby achieved the wider 
objectives of decentralisation of industries and taking them 
to rural areas. In this connection, the Small-scale Industries 
Board, at its fourteenth meeting, suggested that simultaneously 
with the establishment of industrial estates steps should bo 
taten to provide various facilities such as water, power, 
transport etc., which were essential pre-requisites for setting 
up industrial estates. 

One of the ways to encourage the establishment of small 
units in undeveloped areas is to permit its growth as 
ancillary and feeder industries to large and medium industries 
in these areas. In the U. E. medium and small industries 
are economically viable units and do not need to be 


8. The Govornment's expeudituro on cofctago and small-soale industries 
has been progressively increasing since 1956-57. The actual expenditure 
for the years 1956-57, 1957-58 and 1958-59 was of the order of Rs. 28*48 
croresy Bs. 32*68 crores and Rs. 39*84 orores respectively. The outlay for 
1959-60 amounted to Rs. 41*50 croros. This was informed by the Union 
Minister for Industry, Shri Manubhai Shah, in the Lok Sabha on 
Deceipber 7, 1959. As against Rs. 61 crores of investment under the 
Second Plan, an allocation of Rs. 232 crores for small-scale industries 
during the Third Plan has been recommended by the small scale 
Indufitries Board. 
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■BtrengthoDed. The problem is to disperse the industries to 
undeveloped areas only. In India, however, the problem is 
two-fold, viz. development of small industries and taking 
them to undeveloped and rural areas. In the U. K. even 
though the industrial estates are being established for the 
last twentyfive years, large amount of Government assistance 
is given to the industries to induce them to establish 
themselves in undeveloped and rural areas. Therefore, an 
enlargement of the scope and function of the National Small 
Industries Corporation appears necessary in oi’der to provide 
adequate facilities for the promotion and development of 
^mall-scale industries, particularly in the industrially backward 
areas. The enlarged function of the Corporation, as the 
Small-scale Industries Board already suggested, should include 
netting up of technical and economic investigation divisions 
in the corporations. 

The development of these industries involves, apart from 
capital, research and organisation. There is a great need of 
building up of local enterprise. In most cases, the main 
deficiency of local enterprise is not financial but lack of 
knowledge and experience. Once institutes for small-scale 
industries, branches and extension centres come up around 
small industries for providing cheap and efficient specialist 
eervices including marketing agencies, the growth of small 
industries will receive a tremendous fillip. 

From such statistical evidence, as we have, it is not 
possible to assess the contribution of small industries to 
national income. Some calculations show that although 
their contribution rose from 870 crores in 1948-49 to 
Bs. 1000 crores in 1957-58, the share in the total came down 
from 10*1 per cent to 8*8 per cent. But those estimates are 
based on inadequate data and are consequently unreliable. 
In their final report, the National Income Committee observed 
4hat "the resulting figures of net value added by this sector 
are likely to contain a significant measure of error’*; it 
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seems eesseDtial, having regard fco the increasing importance 
of small-scale industry on both sociological and economic 
grounds, that more comprehensive and reliable statistics 
should be available. 

Cottage and Village Industries : Uptill recently the 
emphasis on cottage industries in our country carried over- 
tones of *'articraftness’' and which was thought of mainly in 
terms of relieving rural unomployment-cum under-employment 
rather than as a positive source of industrial advance. A 
critcal examination over the past few years of the problems 
faced by our developing cottage industries extensively 
indicates that the only manner in which these industries can 
be successfully organised for economic production is by the 
progressive introduction of more efficient and better techniques. 
Improvement of techniques and gradual introduction of 
labour-saving devices always pay in the long run in a 
growing economy. Befcrence may be made in this connection 
to the impressive progress recorded by the Ehadi Programme. 
At the end of 1958-59, the Khadi programme provided 

employment to 12*52 lakh spinners, 80,300 weavers and 
67,000 bleachers, dyers and printers. It may be that 

additional full-time employment has not been provided 
for very large numbers. But hand-spinning has become a 

useful supplementary source of income for over a million 
persons, the large bulk of whom are drawn from the lower 
income groups in the community. The additional earnings 
of such persons during the six years may be roughly 

estimated at over Es. 15 crores. For the weavers and other 
artisans, although they are small in number, the additional 
earnings may be in the neighbourhood of Es. 10 crores. 

These figures are impressive when we view them in the 

context of the existing rural per capita income. 

Even more striking is the fact that a large number of 

persons whose hands were idle and whose creative instincts 

got dulled because of disuse have been set to do productive 
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work. The bonefife of this, again, is reaching an increasing 
number of places. The number of institutions engaged in 
this work which was just 200 in 1953 has now increased to 
over 700. These serve no less than one lakh villages in 
different parts of the country. 

A great stimulus to the movement has been imparted 
with the introduction of the Ambar Gharkha which represents, 
in a sense, a veritable revolution in the art of handspinning. 
It fulfils the tests indicated by the Earve Oommittee for an 
improved spinning unit-low cost, technically sound but simple 
mechanism, easy to operate and repair and capable of 
producing yarn of proper quality which would bo generally 
acceptable to the weavers. 

It is thus clear that cottage and village industries have 
a distinct role to play in the Indian economy both for 
providing fuller employment and higher incomes to the rural 
masses. And if the success of the Ehadi programme indicatee 
anything, it is that given proper organisation and adequate 
financial and technical assistance, such village and cottage 
industries can really deliver the goods. It is hoped that 
under the Third Five-Year Plan, this 'social sector* of our 
economy providing livelihood to a very large section of our 
population should be given more attention than hitherto. 

When planned economy in India commenced in 1951, we 
had a most inadequate industrial apparatus and generations 
of lethargy and discouragement under foreign rule. We were 
then at the level which the Japanese had reached nearly 
fifty years previously and the Gormans much earlier. The 
progress made since then has been impressive by any 
standard. Nevertheless, no country can call herself a modem 
industrial power if the expansion of its steel industry has ta 
depend on foreign countries for design for fabrication of 
equipment and to a large extent for erection and starting. 
Whether from this point of view and from the point of view 
the range of machine tools we are capable of making in our 
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country, we require to make on a very broadfront including 
in particular the expansion of a corps of highly skilled 
technicians in a variety of fields. 

The programme of industrial development under the Third 
Plan should emphasise (1) completion of spill-over projects; 

(2) balanced growth of consumers’ goods and capital goods; 

(3) fuller utilisation of existing capacity; (4) modernisation of 
equipment and rationalisation of work processes in such 
industries which are working on high cost structure and are 
therefore meeting stiffer competition in the World market; 
( 5 ) location of new ‘major’ industries in safer zones so that 
they do not become vulnerable in an emergency; (C) unity of 
purpose between Government and the industrialists instead of 
wasting further effort on frustrating and futile disputations 
regarding the role of the private and public sector. (7) 
development of small-scale industries as ancillary and feeder 
units to medium and large-scale industries. 

India's plans do not seek to build up a system resting 
solely on private enterprise ; nor is the State to be ultimate 
owner or dispenser of the means of production. A steady 
increase in public investments, coupled with an economic 
policy which encourages investment elsewhere in the system, 
while spreading out at the same time the costs and gains of 
development fairly equitably, is a major part of the strategy 
of India’s plans. And in this strategy the role of the public 
eector, the organised private sector, tbe village and cottage 
industries sector are complementary and not contradictory. 
All of them have to function in unision to take India’s 
industrial development to its next logical stage. 



Index numbers of Industrial Production (1951 = 100) 
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APPENDIX II 

earnings of factory labour (•) 

Annual Averages 
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APPENDIX m 
Mineral Reserves of India 

Bauxite—28 million tons possibly of commercial grada 

Coal-anthracite and | 
bituminous ] 

1 S.000 „mio. io». 

Total : 23,000 million tons 

Ilmenite : 50 million tons 

Iron (ore) : 6,000 million tons proved and indicated 

1,000 million tons possible 

Manganese (ore) 112 million tons, 60 million tons of which 
contain more than 45 per cent 
manganese. 

Mica : No figures available. The free world's 

largest source of strategic grades of 
mica. 

Natural gas : 1,000 million cubic feet 
Petroleum : 50 million tons 

Butile : 2 million tons. 

Source : ‘‘Economic Development in the Commonwealth" 

Beference Division^ Central Office of Information, 
London. 
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APPENDIX IV 

Note : Annual figures are averages of months ; those of sugar relate to 
crop years. 


Item 

Unit 

1951 

1952 

1953 

1954 

1955 

1. Coal 

OOO’s Tons 

38.59 

30,19 

29,87 

30,64 

31,84 

2> Iron ore 

OOO’s Tons 

3,0o 

3,24 

3,04 

3,28 

3,55 

3. Sugar 

4..Teal* 

OOO's Tons 

93 

1,25 

1,08 

84 

1.33 

00,000*8 Lbs. 

5,24 

5,12 

5,07 

5,37 

5,57 

5. Salt 

OOO's Mds. 

01.98 

64,05 

71,93 

61.59 

67,60 

6. Vegetable oil pro¬ 
ducts (vanaspati) 

Tons 

14,300 

15.901 

15.971 

19,229 

21,732 

7. Cigarettes 

00,000’s 

17,874 

167,66 

163,63 

165,23 

190,24 

8. Cotton textiles 

(a) Yarn 

(b) Cloth 

00,000’s Lbs. 

10,37 

12,08 

12,54 

13,59 

13,59 

00,000's Yds. 

33,97 

38.32 

40.65 

41,65 

42,45 

9. Jute textiles 
(n) Hessian * 

OOO’s Tons 

27 

26 

32 

32 

84 

(6) Sacking^ 

OOO’s Tons 

43 

51 

38 

42 

48 

10. Footwear (leather) 

OOO's Pairs 

4,76 

4,31 

4.63 

4,44 

4,62 

11, Paper and paper 
boards 

Tons 

10,993 

11,459 

11,642 

129,44 

15,407 

12. Footwear (rubber) 

00,000’s Pairs 

19 

19 

20 

26 

29 

13. Tyres (automobiles) 

OOO’s 

73 

60 

64 

69 

74 

14. Paints and varnishes 

Tons 

2,791 

2,671 

2,671 

3,068 

3,253 

15. Matches'* 

000*3 Cases'* 

48 

52 

52 

44 

51 

16. Soap® 

Tons 

0,953 

7,198 

6.850 

7,333 

8,250 

17. Glass and glassware 
(sheet glass only) 

OOO’s Sq. ft. 

9,24 

7,54 

18,99 

27,59 

32,40 

18. Cement 

OOO’s Tons 

2,06 

2.95 

3,15 

3.07 

3.7> 

19. Ceramics (refrac¬ 
tories) 

OOO’s Tons 

20 

20 

19 

20 

23 

20. Iron and steel 
(a) Pig iron and 
ferro-alloys 

OOO’s Tons 

1.52 

1,55 

1,48 

1,63 

1,58 

(b) Finished stool 

OOO’s Tons 

90 

92 

85 

1,04 

1,05 

21. Non-ferrous metals 
Brass (sheets and 
circles only) 

Tons 

936 

699 

840 

1,30 J 

1,087 

22. Gold 

Fine Ounces 

18,864 

21,105 

18,585 

20,059 

17,622 

23. Hurricane lanterns 

OOO’s 

3,31 

2,94 

3,69 

4,16 

4.57 

24. Enamel-ware 

OOO’s Pieces 

6,78 

6,41 

7,90 

12,48 

13,10 

25. Automobiles 

Nos. 

1,856 

1.274 

1,160 

1,205 

1,924 


1. Monthly figures are exclusive of production in Punjab (Kangra) 
membership of Indian Jute Mille* Assciation and to one non-member 
5. Figures relate to production of organised factories. 6. 50 gross boxes 


industrial production 

Source : MotUhly Statislies of the Production of Selected In^triet of 
India* 


1959 


1956 

1957 

1958 

Jan. 

Feb. 

March 

April 

May 

June 

July 

Aug. 

82.86 

36,25 

87,78 

40.86 

89,89 

39,55 

89,84 

40.15 

38,15 

88,60 

37^ 

S.51 

8,85 

4,76 

6,26 

6.48 

6,21 

6,17 

6,22 

5,81 

6,25 

S,T8 

1^55 

1,67 

1,63 

4,45 

4.11 

8,67 

1.74 

82 

— 

5 

9 

5.5G 

5,61 

5,95 

1,03 

89 

1,02 

2,94 

5.78 

7,84 

9.64 

10,89 

74,07 

82,25 

98,70 

17,79 

41,59 

80.55 

154.02 

187,28 «126,89 

143,88 

31.63 

21,301 

25,113 

24,596 

27,792 

27,519 

29,078 

28,341 

28,844 

26,500 

25,079 

3S,365 

219,19 

240,77 

248,67 

264,70 

262,90 

261,10 

264,70 

260,90 

258,90 

255,80 

• •• 

13,93 

14,83 

14,04 

15,05 

13.67 

14,15 

13,99 

18,65 

18,57 

14.63 

14,40 

44,22 

44,31 

41,00 

43,01 

39,18 

40,53 

40,69 

40,53 

40.51 

42,56 

40,37 

35 

85 

84 

40 

37 

33 

88 

40 

88 

41 

88 

51 

46 

49 

45 

40 

37 

83 

88 

86 

40 

42 

5,44 

6,17 

6,30 

6,96 

6,72 

7.25 

7,31 

6,96 

6,61 

7.86 

6.94 

16,117 

17,511 1 

21,284 

22,813 i 

21,639^3,181 

19,118 

19,531 

22.642 

27,087 


80 

81 

81 

36 

81 

35 

85 

80 

29 

87 

"*22 

78 

83 

84 

92 

87 

89 

87 

82 

89 

1,09 

1,09 

8,467 

3,528 

4,000 

4,701 

4,626 

4,376 

4,810 

4,930 

4,761 

8,548 

4,700 

51 

48 

52 

48 

47 

51 

49 

54 

54 

60 

68 

2,188 

9,300 

10,288 

10,860 

9.690 

8.910 

9,520 

10,118 

10,592 

10,990 


89,69 

45,19 

61,55 

87,53 

77,86 

80,44 

75,71 

67.85 

68,24 

62,80 


4,11 

4,67 

5,06 

5,00 

5,01 

5,85 

6.02 

5,93 

5,73 

5,58 

5,48 

27 

31 

86 

40 

41 

48 

41 

41 

37 

40 

... 

1,63 

1,59 

1,75 

1,81 

1,99 

2,68 

2,79 

2,59 

2,47 

2,74 


1.12 

1,12 

1,08 

1,21 

1,23 

1,31 

1.33 

1,88 

1,87 

1.47 

... 

1,132 

1,482 

1,700 

1,900 

1,500 

1,818 

1,855 

1,659 

1,880 

1.890 


17,438 

14,938 

14,176 

10,1'2513,5B7 

14,500 

18,471 

14,032: 

13,167 

18,150 

14.245 

4.32 

2,82 

2,82 

2,16 

2,43 

2,69 

8,01 

8,29 

3,18 

8,40 


12,68 

11,76 

13,56 

12.25 

19,65 

12,84 

12,84 

12,11 

10,71 

13,29 


2,678 

2,661 

2,233 

2,992 

2,339 

2,676 

2,041 

2,598 

8,003 

8,291 

3,536 


and Himauhal Pradesh. 2. Belaling to tho production by mills on tho 
mill. 8. Includs canvas. 4. Including figures for Jammu and Kashmir, 
of 60 sticks each. 
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Absenteeism in certain industries!') 
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WELVABB ECONOMICS IN INDIA 
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CHAPTER X 

PRICE MOVEMENTS AND POLICY 


In a Welfare State, volatile behaviour of price, whether 
caused by inflationary or speculative forces or by fluctuations 
in supply of goods, cannot be allowed to upset the whole 
nexus of investment target, national income and resource 
mobilisation. The broad objectives of price policy in a 
planned welfare economy should, therefore, he as follows : 

(1) Maintenance of general price stability in the face of 
growing money-supply and physical shortages. 

(2) Maintenance of parity between agricultural and non* 
agricultural prices in the interests of the vital agricultural 
output programme. 

(3) Maintenance of correct price-ratios between the 
various agricultural crops themselves. 

A survey of price movements in India since 1950 would, 
however, show that while policy-makers are aware of the 
implications of price fluctuations, measures taken by them to 
stabilise prices have lacked co-ordination. During the last 
eight years we witnessed the rather paradoxical spectacle of 
accelerated price fall in the wake of rapid expansion of the 
economy and a subsequent emergence of acute inflationary 
pressure of demand on food* The problem of parity for 
agriculture in relation to manufactures threatened to become 
important in the closing years of the First Plan ; while 
during the Second Plan the need for maintenance of relative 
prices of competitive agricultural crops, in bringing the 
targeted cropping pattern into reality, is being increasingly 
realised. Finally, while from the experience of the First 
Plan period the effects of money supply and production trend 
on prices were not very clear, the experience of the first 
three years of the Second Plan is that variations in these 
have significantly affected prices. In this chapter, an attempt 
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has been made to trace the movements of prices in India 
since the outbreak of the Korean War in 1950, unravel the 
causes that have been responsible for wide fluctuations in 
price levels, analyse the measures taken by the Government 
to tackle the price problem in each phase, and outline what 
should be the constituent elements in an adequate price 
policy under the Third Plan. 

♦ * ♦ * 


Prices in India have moved in a zig-zag curve during the 
past nine years. Making allowance for normal seasonal 
fluctuations, the major trends since the outbreak of the 
Korean War can be conveniently divided into the following 
distinct phases : 

(1) June 1950 to Mid-April 1961 (Korean Commodity 
Boom); 

(2) Mid»April 1951 to Mid-March 1952 (Retreat degenera¬ 
ting into a severe recession) ; 

(8) Latter half of March 1952 to August 1934 (Recovery 
and fresh spurt upward) ; 

(4) September 1954 to May 1955 (Downtrend culminating 
in collapse of agricultural prices); and 

(5) June 1955 onward (continuous upward movement). 

The First Phase : Korean Boom : The Korean War 

broke out in Juno 1950 and the reaction of the World’s 
commodity markets was prompt. Within a few days, there 
ensned a mad scramble for supplies. The basic element in 
the situation was the sharp boost in the prices of inter¬ 
nationally traded raw materials. Variations from country to 
country in the rate and duration of the upward trend in 
prices reflected in part the extent to which the eoonomy of 
each was dependent upon the raw materials either for imports 
or for exports. Prices reached their peak level—-463—in 
mid-April 1951, had their retreat therefrom immediately, and 
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the following measures taken by the Government helped to 
sustain the downturn : 

(i) the adjustment made in the Government’s trade 
policy which combined with higher production at 
home resulted in larger avaiability of supplies ; 

(ii) the continuation of various control measures with 
necessary raodifioations (Amendment of the Essential 
Supplies Temporary Powers Act) ; 

(iii) the enhancement of export duties on certain commo¬ 
dities such as oilseeds, vegetable oils and medium 
and coarse cloth ; 

(iv) a substantial surplus on revenue ; and 

(v) monetary measures. 

The Second Phase : Downturn and 'Recession* : 

Prices first to fall were those of non'Strategic raw materials 
and other commodities subject to speculative pressure. 
Following the Korean truce proposals in June 1951, the 
downtrend became somewhat more pronounced and gradually 
spread to other commodities. During the latter half of 1951, 
there was a substantial decline in the quantum of exports of 
oilseeds, edible oils, lac, mica, jute manufactures, etc. The 
resulting large-scale dishoarding coupled with high current 
production accentuated the general fall in prices. 

By early 1962, the downturn developed into a regular 
‘slump*. As compared with the peak level of 462 in mid- 
April 1951, the wholesale prices index moved down to 429 by 
the end of January 1962, and thereafter, rather precipitously, 
to 366 by the middle of March 1952. 

Causes : The slump may be traced to a juxtaposition of 
factors, international and domestic. These were : 

Intemadonal ; (i) In the International spheres, slackening 
of stock-piling programme in XJ. S. A. was chiefly responsible 
for the downward phase of prices. Initially it affected the 
prices in India of non-strategio raw materials and others 
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.enbject to speculative pressures. The tall in raw jute prices 
subseqent to June 1961 was a case in point. 

(ii) Stretching out of the rearmament programmes. 

(hi) The above two factors synchronized with the marked 
rise in production of many internationally traded commodities, 
'leading to fall in their prices. 

(iv) With the understanding reached at the International 
-Materials Conference in February 1951, the scramble for raw 
materials was replaced by voluntary agreement regarding off¬ 
takes of scarce materials by the U. E., the U. S. A., France 
and other countries. This had the effect of checking the 
boom in several commodities, principally minerals. The 
impact of these developments was not noticeable in the raw 
material price index in India, because excepting manganese 
ore, none of her major exports were covered by the distribution 
:arrangements decided by the International Material Conference. 

(v) There was also the growing impact of West German 
und Japanese competition which restrained prices. 

On the whole, as a result of these repurcussions from the 
international side, merchants and manufacturers were finding 
themselves in a ‘buyers’ market, whore buyers refused to buy. 
This reached our country at a time when our Government 
had taken greater resort to monetary discipline. This was 
necessitated, it was argued, by the unusually large expansion 
in bank credit in the Post-Korean period and the severe 
strain it entailed on the banking system. 

Domestic : The most telling deflationary stop taken was 
thus the now monetary policy adopted in November 1951. 
The First Five-Tear Plan which had just been published had 
vetoed dearer money as a blanket deflationary device, 
indicating thereby that a selective credit control might 
continue as the basic principle of monetary policy. And so, 
the following steps were taken : 

(i) An increase in the Bank Bate from 3% to from 
November 15, 1951. 
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(ii) Simultaneonsly, the open market policy was revised., 
the Reserve Bank preferring to assist the banking system in 
periods of seasonal stringency by granting loans against 
Government securities rather than purchasing such securities 
outright from banks as hitherto. 

These two measures introduced a ‘bearish* sentiment in 
the capital market which resulted in a sharp fall in the 

prices of gilt-edged securities and an allround adjustment in 
yields. 

(iii) In January, 1962, the Bosorve Bank of India went a 
step further and attempted to introduce an element of 
elasticity in the money market by initiating a scheme for 
bill-market. Under this scheme, the Reserve Bank made 
available to scheduled banks by way of advances against 
usance bills a substantial amount of assistance to tide over 
seasonal needs. As a result of these credit measures and a 
steep fall in wholesale prices in February and March 1952» 
the expansion of credit slowed down towards the close of the 
year, 

(iv) The slump was also precipitated by the levy of 
export duties just when the off-take for stock-piling purposes 
was diminishing and also to the changed international 
situation following the Korean War in the second half of 
1951. Heavy trade deficit due to the change in international 
situation, credit restrictions and budgetary policy aggravated 
seasonal stringency and a liquidity crisis developed. The bull 
turned a bear. The bearish sentiment spread to bullion and 
equities market also where sharp decline in prices were 
recorded. 

For a moment it seemed that the 'recession* would be 
changed into a 'general depression* of the 1929 variety. Just 
then, the Government intervened and averted what might 
have been a historic 'crash* in this country. 

Government Measures : Decontrol of certain commo¬ 
dities ; reduction or abolition of export duties on certain 
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oommodities such as raw cotton, raw wool, groundnut oil; 
relaxation of export controls on jute goods and cotton 
textiles ; some loans by the Boserve Bank against Government 
securities and usance bills—these were the measures taken 
to avert the ‘crisis*. As a result, the tide of inventory 
decumulation somewhat subsided. The ‘recession* had found 
a bottom and the downturn was nearing its end. The 
aggregate fall in the general index of prices over the period 
was of the order of 19*8%. 

The Third Phase : On the whole, Government policy 
succeeded in its objective inasmuch as after May 1952 the 
movements of the general price level were comparatively less 
pronounced. Ignoring intermittent deviations, the genera! 
index steadily moved up and by the third quarter of 1953, 
reached slightly above the pre-Korean level. Since then a 
downward movement set in, and by the third quarter of 1954, 
the index was slightly below pre-Korean level, although still 
above the 1952 slump level. This would be evident from the 
following table : 


Base: Year-ended August 1939^100 


Period | 

[ 

1 Food 

1 grains 

1 Induatrial 

1 raw matep- 
1 rials 

i 

Manufactured 1 All commo- 
articlos I dities 

Pre-Korean 

June 1950 

407.1 

494.2 

846.9 

397.1 

Slump-March, 

1952 

342.7 

424.2 

383.8 

377.6 

3rd Quarter, 

1953 

401.2 

476.7 

367.6 

405.6 

3rd Quarter, 

1954 

362.7 

423.7 

376.9 

383.4 


It is interesting to note that whereas price indices in 
foreign countries were almost static during 1953-54, in India 
there was a moderate upward movement upto the third 
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quarter of 1953 which was followed by a downward move¬ 
ment. Even more important, however, is the fact that these 
movements were not perceptibly influenced either by pressures 
Arising out of the monetary situation or by changes in India's 
export or export prices. In 1952-53, the balance of payments 
was even and money supply with the public declined by 37 
•orores but in this period, the prices were moderately reviving 
from the 1952 slump level. In 1953-54, a surplus balance of 
payments together with the budgetary deficit helped to bring 
About an increase of 94 crores in the money supply, but the 
price trend was more or less downward. 

The Fourth Phase : Collapse of Farm Prices : For 
a time prices looked down and after September 1954 there 
was a steep fall resulting in a precipitous collapse of agri¬ 
cultural prices by May 1955. The fall in agricultural prices 
was unilateral inasmuch as industrial prices more or less 
held their own. This would be evident from the following 
table : 


Base : Year ended August 1939 = 100 


Month 

: 

, Fool 
articles 

Industrial 

raw 

materials 

; Semi- 
‘ maniifac- 
tures 

Manufac¬ 

tures 

; General 
‘ Index 

September 

1954 

3G2.7 

423.7 

N.A. 

376.9 

383.4 

Decoml)er 

1954 

318.0 

436.3 

347.4 

375.1 

867.8 

April 

1965 

283.6 

398.6 

827.8 

377.1 

345.4 

May. 1955 

276.1 

396.4 

329.6 

374.6 

342.0 


The magnitude of the crisis was in some respect worse 
than that of the thirties. Daring the three-year period- 
between 1929 to 1932, the price of rice fell by nearly 50 
per cent, whereas the price of food-grains in some parts of 
the country had fallen by 35 to 60 per cent below procure- 
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ment prices, between September 1954 and February 1955. 
Moreover, whereas the fall in the prices of agricultural 
commodities in the thirties was accompanied by a correspon¬ 
ding fall in the prices of other commodities and wages,, 
industrial prices and wages remained ‘sticky* during the price 
landslide of early 1955. This will be readily gauged from the 
month by month index of food and manufactures prices given 
in the table below. 

Causes : The immediate cause that led to the decline 
of prices was, no doubt, a very good out-turn of agricultural 
commodities resulting from three consecutive good monsoone 
as could be seen from the following table : 

(Crop year ending June} 


: .1953-54_|_1954-55 _ *_ 195 5-56_ 

I Area Proiduc- I Area Produc- i Area Production 

I (000 tion (000: (000 tion (000 ! (000 (000 tons) 


j Acres) tons) i Acres) tons) ; Acres) 

Eico 77,318 27.769 76,949 24,631 76,263 26,474 

Wheat 26.394 7,890 27.517 8.778 29,226 8,348 

Total 

Cereals 215,814 58,268 212.025 55,734 211.000 63,349 

Total food- 

grains 269,509 68,711 267,325 66,604 266,102 63,636 

Cotton 17,266 3,944 18,684 4,227 20.230 3,998 

Jute 1,228 3,091 1,243 2.928 1,739 4.197 

Source : Mintstry of Agriculture, Statistics published in the February 
1957 issue of Monthly Abstract of Statistics, Central Statistical Organi¬ 
sation, Govt, of India. 

The impact of this all-round increase in agricultural output 
had however been partially neutralised by the sharp decline 
in the volume of imports generally, and in particular, of 
foodgrains and raw cotton. It will be interesting to note 
that as against 47 lakh tons in 1951, food imports in 1955 
amounted to only 7 lakh tons. That the price landslide 
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could not be wholly explained by the fact of increased acreage 
and production will be evident from the fact that whereas in 
the case of Punjab and U. P. production increased by 15 to 
20 per cent on the average, the fall in prices was as much 
as 40 to 50 per cent. In fact, a whole chain of causes began 
which helped either to accentuate or sustain the rot. On 
the basis of survey^ conducted in the Punjab and U. P. 
markets, the Agricultural Besearch Section of the Delhi 
School of Economics attributed the collapse of agricultural 
prices to the following causes : 

(i) Increased acreage under food crops ; 

(ii) Slump psychology of the traders due to heavy loss 
in trading of Eharif crops ; 

(iii) Tight financial position of the traders due to tight 
money conditions mainly in the Punjab markets ; 

(iv) Increased arrivals in the market due to decontrol 
and large-scale unloading of old stocks by agriculturists ; 

(v) Existence of large stocks with Oovernment and 
traders (This was a factor in the Hapur markets 
which dissuaded the purchasers and stockists from 
further purchase of grains) ; 

(vi) Transport bottleneck : 

(vii) Less demand and stoppage of purchase of grains by 
Governments : and 

(viii) Poor quality of all foodgrains due to rust caused by 
poor storage quality. 

The whole chain thus started from the conservative policy 
pursued by the Banks in the Punjab markets. It had its 
first link in the removal of restriction on movement of grains 
by the Government and the further links in the chain were 
less demand, lack of wagons and less Government purchase. 

1. Beport on the Decline of Prices of Agricultural Commodities in 
U. F. and Punjab Markets (Maj'-July 105i) ; Agricultural Besearch 
SeotioUi Djlhi School of Eooumlcs, February 1955 (Privately circulated). 
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Moreovor the slump psychology due to anticipation of lower 
demand was confused with the difficulties of tight money 
market. If this phase of the price movement revealed 
anything, it was that by pursuing a vigorous policy of 
progressive decontrol according to the recommendation of the 
Foodgrains Policy Committee, the Government took a step 
that could be deferred for some time.‘ 

Government Measures : There was widespread demand 
for farm price support and the Government stepped in 
effectively. The Government’s conception of price support 
was to boost up the morale of the market rather than to 
make heavy purchases. The policy of selective price support 
adopted in December 1954 for jowar, bajra and maize had 
been extended to wheat in April 1955 and to gram in June 
1955. It was decided to purchase wheat from cultivators at 
railhead centres at Bs. 10 per maund and gram at Bs. 6 per 
maund. The price support scheme for wheat was restricted 
to the purchase of only the common white varieties were 
established at or above the government support price, the prices 
of red wheat and also the superior varieties of white wheat 
would automatically get support and find suitable levels. 
Similarly, the price support scheme was extended in August 
1955 to rice. It was decided to purchase coarse varieties of 
rice at Bs. 11 per maund and paddy at Bs. 6-14-0 per maund. 
The purchases were to be made only from railhead centres. 
The State Governments were, however, allowed to make 
purchases, if they so desired, in the interiors away from the 
railheads on their own account at slightly lower prices taking 
into the cost of transport and deliver the same to the 
Government of India at railhead centres at support prices. 

2. At a PcesB Gouforouoo held in Madras on October 6, 1956 the 
then Finance Minister, Shri T. T. Krishnamachari observed that it was 
wrong for the Govt, to have removed the zonal controls daring the period 
of the Plan before the food production plan was ensured a success. 
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These measares, coupled with some liberal loans* and ware^ 
•housing and transport facilities succeeded in checking the* 
rot. June 195o, farm prices almost came into their own 
and, thereafter, ruled ‘steady* to ‘rising*. 

The Fifth Phase : Continuous Upward Trend : The 
price of foodgrains showed a hardening tendency from July 
1955 which was partly seasonal and partly due to the damage 
to the Khariff crop, especially coarse grains by flood in 
several parts of the country. By April 1956 the recovery 
almost degenerated into an inflationary tendency and since 
then, prices have maintained an upward trend. Food prices 
showed a striking increase of the order of 83 per cent 
between June 1955 and March 195S, while prices of raw 
materials and semi-manufactures rose by 26 and 19 per cents 
respectively. But the smaller increase of only 4 per cent- 
was in prices of manufactures. It was food and raw materials, 
striking though it may appear, which felt the pressure of 
demand. It is important to point out that the duration of 
this phase of rise in prices has been much longer and 
continuous than earlier phases experienced since 1949. Figures 
of investment and availability of food given below clearly 
shows that since 1954-55 an expanding investment expenditure 
has been set against a falling or stationary level of food 
supply so that the higher level of money incomes increased 
the aggregate demand for food which pushed up the level 
of prices : 


8. During 1955, tho Beseiye Bank of India increased its loans 
(outstanding) to Co-operative Banks for financing agriculture and 
marketing of crops by Bs. 2'4 croros. 
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Volume of Investment and Availability of 
Food* 


Year j 

Private 
invest¬ 
ment (in 
millions 
of rupees) 

Public 
invest¬ 
ment (in 
millions 
of rupees) 

1954-55 

4,220 

3,880 

1955-66 

4.790 

4,960 

1956-57 

5.940 

5,100 

1957-68 

5.670 

6,710 


Total 1 

invest¬ 
ment (in 1 
millions 
of rupees) 

Percentage | 
change 
over ' 

previous 
year 

Availability 

1 of food (in 
thousands 
of tons) 

8,100 

+ 20.2 

68,198 

9,750 

+ 20.4 

67,010 

11,040 

+ 18.2 

73,367 

12,380 

+ 12.1 



But more technical maladjustment between demand and 
supply conditions does not explain either the accelerated price 
fall in 1954-55 or the accelerated price rise since 1955 
onwards ; the behaviour of stock did play a significant role in 
accentuating the price trends in either direction. When the 
food position is comfortable in relation to the current 
demand, the stocks all along the pipeline—with producers, 
consumers and traders—tend to decline in view of the 
expectations of a price fall and the initial discrepancy between 
demand and supply is very much magnified in consequence ; 
the reverse takes place in the opposite situation when demand 
for food tends to outstrip the supply. Another factor which 
has been partly responsible for the rise in cereal prices in 
recent years is the comparatively higher prices for commercial 
crops. When the money returns from commercial crops are 
greater, the cash needs of agriculturists could be met to a 
substantial extent thereby obviating the need for premature 
selling of their cereal surpluses. Finally, prices have also 
been affected by increase in money supply. The following table’'^''' 

* Impact of Inflation on India's Economy^ Economic Development 
and cultural change, Vol YXI. Part 1, 1959. 

** Indian Finance, October 3, 1959. 

T8 
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shows the broad oo-relations between production of cereals, 
prices of cereals, money supply, and prices of commercial 
crops : 


i 

Year | 

Index of i 
produo> 

Index of 
^vhole- 

' Index of 

1 money 

Index of wholesale 
prices of 

j 

tion of 1 
cereals | 

sale 

prices of 
cereals 

! supply 

1 with the 

I public 

1 Sugar 
& Gur 

Oil 1 
seeds 

I Fibres 

1952-63 

100 

100 

100 

100 

100 

100 

1963-54 

119 

98 

102 

125 

124 

102 

1964-56 

114 

80 

109 

116 

92 

108 

1965-66 

112 

76 

124 

89 

86 

106 

1956-67 

116 

96 

131 

98 

120 

116 

1967-58 

108 

101 

185 

108 

120 

118 

1958-69 

125 

107 

142 

127 

J27 

108 


Government Measures : In this phase of rising prices, 
Government has taken a wide range of measures such as 
maximum control prices for procurement in different States, 
controlled issue prices at fair price or informal ration shops, 
movement restrictions through zoning, cordoning etc., control 
of bank credit against foodgrains, ban on forward trading in 
wheat and coarse grains and pulses, licensing of wholesale 
dealers and requisitioning of stocks in suitable cases. These 
partial control measures have had a measure of success 
inasmuch as the wholesale prices of cereals in the country as 
a whole had been higher in 1958-59 by only 7 per cent as 
compared to 1952-53. Nevertheless, the fact remains that 
prices in India have continued to behave in manners they 
should not in a planned economy, and that measures adopted 
so far to check price movement and stabilise price levels 
have not proved adequate. 

A Comprehensive Price Policy : Development with 
stability was what the Bernstein Committee’s Beport on 
India emphasised : Nevertheless price rise in the initial stages 
of economic development both in regard to resooroe inputs 
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as well as oonsatnpliion goods is difficult to avoid. This is 
not to suggest that prices should be allowed to be fixed by 
the free market play of demand and supply forces. A 
•continuous, comprehensive and integrated price stabilisation 
programme is a necessary, even inevitable, concomitant of 
economic planning. In India, the stabilisation of the prices 
•of agricultural products, notably foodgrains, must form the 
nucleus of any comprehensive price policy for three important 
reasons : their higher differential price flexibility both in 
terms of frequency and amplitude ; their basic significance in 
•consumption and production ; and because of the strategic 
position they occupy in the whole rationale of economic 
activity. The question of the stabilisation of food prices has 
three aspects : (i) it should protect adequately the interests 
of producers and consumers; (ii) it should maintain parity 
between industrial and agricultural goods ; and (iii) it should 
maintain a relative position among agricultural commodities 

themselves. The problem is to find the level at which these 
three contending pulls can converge. 

If the experience of the past few years has any lesson it 
is that in India the producers’ and traders’ psychology plays 
a significant part in disturbing prices. Small shortages have 
often led to large price ris^, while small surpluses have 
caused sizeable falls in prices. Under such circumstances 
fixed procurement prices are always au incentive to producers 
to hold on to their stocks until the last moment. It is 
obvious that the Government can hope to stabilise prices 
only when it has command over substantial stocks. The 
initiative then passes from the hands of producers and traders 
to the hands of the Government. If the Government can 
btiild up a stock of at least 5 to 7 million tons of food- 
grains, even through imports initially, and if it carries buffer 
stock operation with no fixed procurement price for the 
entire season, it has a greater chance of holding the price 
line than through piecemeal state trading. 
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Speculative trausactions often have adverse repercussions 
on prices. An important ingredient of price policy under the 
next Plan should, therefore, also be to control more effectively 
the forward markets in essential commodities. 

Then, there is the question of monetary factors. In view 
of increasing flow of currency, under heavy deficit financing*, 
it is absolutely imperative to intercept the money flows and 
reduce its velocity according to genuine needs of particular 
development sectors. Monetary and banking policy has a 
great role in this field. It will not be enough to control the 
volume and direction of bank advances : a simultaneous 
mopping up of funds which are not being reflected in bank 
deposits and are perhaps going into sectors which have little 
banking habits and no banking facilities would also be 
essential. The computation of the velocity of circulation of 
bank deposit in different important centres has been on the 
Beserve Bank's card for the last eight years and the data 
when fully processed will, to a large extent, help policy. 

Finally, it would perhaps bo not unjust to emphasise that 
while it is important to plug the marketing loopholes and 
intercept the money flows, increased food production is as 
much necessary for price stabilisation as price stabilisation ia 
for food production. 

Buffer stock operation to influence level of prices through^ 
out the country, however, presupposes the existence of a 
price-fixing machinery. It is in this context that the setting 
up of a Price Stabilisation Board and a Foodgrains Stabilisa-^ 
tion Organisation assume importance. The recommendations 


4. In resorting to deficit firiRncing, it is ncoessary to be cantioue in 
respect of its magnitude, timing or method. It is always safe to limits 
the volume of deficit huancing i to time it only when there is marked 
slackening in economic activity > and finally, to adopt such a method 
that the amount of deficit financing resorted to is not reflected in the 
Beservo Bank’s return. It is a fact that speculators keep constant watoh. 
on the Boserve Bank’s returns and start cornering stocks when deficit- 
financing is evident from those figures. 



PBIOB MOVBMENTS & POLICY 


197 


of the Asoka Mehta Committee for the appointment of such 
a Board and to set up such an organisation should be 
considered wise although the Union Pood Ministry has turned 
them down. Possibly, the Union Food Ministry was afraid 
that the appointment of the Price Stabilisation Board as a 
policy making body would constitute a challenge to its 
authority. But price stabilisation is not entirely the function 
of the Food Ministry or, for that matter, any Ministry although 
(oodgrains constitute the real core of the price structure. 

As the above Committee pointed out, the prices of 
competing crops such as cotton or oil seeds, and of industrial 
products such as cloth, fertilisers, iron and steel etc., are also 
very important from the point of view of an effective price 
policy for the market and have to bear a reasonable relation¬ 
ship to food prices. 

It is only a Board composed of the representatives of the 
Ministries of Food and Agriculture, Finance, Commerce and 
Industry, Bailways, the Planning Commission and the 
Beserve Bank of India which can “examine not only the 
food prices as such, but also the prices of all related 
consumer and producer goods, for example, cloth, oilcake, 
fertilisers, iron and steel, etc., study the various margins 
maintained at different stages before sale to the cultivator 
and make appropriate suggestions.” Thus the broad pattern 
of an integrated price structure can be evolved while avoiding 
the evils of the distortions and obstructions to the normal 
functioning of market forces. The Foodgrains Stabilisation 
Organisation, however, should be under the Food Ministry 
to discharge specific “functions of open market and sale, 
procurement of foodgrains and maintenance of stocks”. It can 
hardly be gainsaid that for both the Board and the 
Organisation the effective functioning of a Price Intelligence 
Division is absolutely essential. Any default on its part in 
collecting suitable regional indices will mean the floundering 
of such a Board or Organisation. 



ohaft:^ XI 

LABOUR WELFARE AND SOCIAL INSURANCE 

Labour Welfare is a major aspeob of national programme* 
towards bettering the lot of labour and creating a life and 
work environment of decent comfort for this class of popnla* 
tion. Inasmuch as the working class, in the widest sense of 
the term, constitute a substantial part of the national 
population, they are the means, in terms of their economic 
power, and the object of economic and social progress as 
well. There are several reasons why special stress should be 
laid on promotion of welfare facilities for workers in India. 
In spite of the remarkable efforts at industrialisation, India 
is still an underdeveloped country struggling desperately to 
emerge from a predominantly agricultural to that of a 
modern industrial economy. A substantial proportion of our 
industrial labour force still retain their rural nexus and a 
permanently committed work force, as in the advanced 
countries, is still to be achieved. A large number of workers, 
especially in certain industries like mines and plantations, are 
migrants in the sense that the worker belongs to a district 
or even a State other than the one in which he is employed. 
In such circumstances, there is need for special welfare 
measures, especially in such matters as recreation, accommoda* 
tion etc. Besides, because of the rural nexus, workers, even 
if they hail from the neighbouring rural areas, find it 
difficult to adjust themselves to the urban and factory 
environment and to the new modes of urban life. It is here 
that welfare facilities, especially in regard to feeding, housing, 
community services and cultural and recreational programmes^ 
soften the transition and enable him to adjust himself to 
industrial conditions. Secondly, the existence of certain 
special categories of tvorkets, mainly those employed in' 
plantations, mines and in small undertakings tod workshops^' 
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located in ont-of-the way and isolated places creates special 
welfare needs, snch as transport and in some cases even 
supply of articles of daily consumption. Another factor 
affecting welfare facilities in India is the slow progress of 
trade unionism. Indian trade unionism is of recent origin 
and is still in a formative stage and apart from a few 
exceptions like the Ahmedabad Textile Labour Association, 
weak in organisation and funds. And unions are still busy 
for the most part in taking collective action for amelioration 
of working conditions and improvement in wages. This 
lacuna has brought to the fore alternative methods of 
promoting welfare measures for workers. Lastly, welfare 
measures have a context and reality in the context of the 

poor standard of living of the Indian worker. In Indian 

conditions, welfare measures provide some of the elementary 
needs like good housing, education and nutritional food, which 
the workers might not be able to afford otherwise.^ 

Welfare and progress of the working class has long since 
been a prime concern of the Government of India. The 

legislation already introduced in this connection, to which, I 
would make a brief reference in this chapter, has given to 
the workers greater amenities, greater security in the matter 
of employment and improved machinery for securing the just 
settlement of their claims. Considerable progress has also 
been made in social security by the introduction of the 

schemes of Employees' State Insurance and Provident Fund. 
For an emerging country like India it would, however, take 
years to evolve a comprehensive social security scheme as in 
Britain, though we already have a broad-based social 
insurance system. The fundamental purpose of social 
insurance is to grant insurance to those who are employed 
in different occupations, against sickness, disablement, 

1. Recent Developments in Certain Aspects of Indian Economy-—IV. 
International Labour Office, 1969. 
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maternitiy and such other contingencies. The whole idea» 
behind such a scheme, is that the beneficiaries have to pay 
a certain amount as premium to meet the expenses of the 
insurance. The workers, the employers, and the State, all 
contribute to the Insurance Fund. Under a social security 
scheme, on the other hand, all people, whether gainfully 
employed or not, receive benefits. The British type of social 
security, for instance, embraces schemes of social assistance 
such as old-age pension, etc. 

Workmen’s Compensation Act : The first social 
insurance legislation in India came as early as 1923 when 
the Workmen’s Compensation Act was enforced. Under this 
Act, compensation was payable by the employer in the case 
of injury caused by accidents arising out of, and in the 
course of, employment. 

The amount of compensation payable depended on the 
nature of the injury and the average monthly wages of the 
workers concerned. But the Act had many loopholes and 
fell short of a social insurance scheme. The Labour Investi¬ 
gation Committee found that there was considerable amount 
of evasion of the liability under the Act, particularly in the 
case of small employers. 

It, therefore, recommended among other things, that the 
administrative procedure should be simplified and that there 
should be compulsory insurance against the employers* 
liability to pay compensation. 

Maternity Benefit Act : The second step towards 
social insurance in India was marked by the passing of the 
Maternity Benefit Act by the Bombay Government in 1929. 
Similar acsts were hurriedly passed by other provinces largely 
as a result of the recommendations of the Boyal Commission 
on Labour. 

Broadly speaking, legislation was neither uniform nor 
universal and was far from fair to the women workers. 
Moreover, as only cash benefit was given, there was no 
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provision for medioal benefiti which was apparently more 
needed by the workers. Evasion was still rampant, and, the 
Bombay Textile Labour Enquiry Committee actually mentioned 
the existence of evasion arising from the fact that a 
qualifying period was required by the law before any benefit 
could be claimed under the act. 

Some critics have gone so far as to suggest that as a 
direct consequence of the passing of the Maternity Benefit 
Acts, the employment of women workers in factories has been 
discouraged. Statistical evidence, however, was not quite 
conclusive, though this was at least partially true of the 
provinces where the Acts were being rigorously enforced. 

The Boyal Commission on Labour suggested that the 
Maternity Benefit Acts should be brought under a general 
social insurance scheme. Such integration obviously involves 
tremendous financial obligations. The Commission suggested 
the introduction of a pilot scheme of social insurance for 
particular factories and for particular regions. Unfortunately, 
not a single provincial Qovernmont was in favour of this 
idea and the scheme was dropped in 1937. 

Adarkar Scheme : The next step was taken when, 
after much deliberation, the Government of India appointed 
Prof. B. F. Adarkar special officer in March 1943 to prepare 
a health insurance scheme for industrial workers in India. 
Prof. Adarkar submitted his report in August 1944 which 
embodied a comprehensive scheme and dealt with compulsory 
and contributory social insurance measures. 

Prof. Adarkar advocated the adoption of unemployment 
insurance, creation of new employments, establishment of a 
scheme of old age pension, introduction o! certain pre-medical 
measures and finally a national health drive. Looked at 
either from the angle of benefit, contribution, coverage and 
organisational framework, the Adarkar scheme was not 
without its defects. For instance, workers other than those 
engaged in the textile, engineering and shipbuilding industries 
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and the prooesBing of mioerals and metals, were exoludeJ 
from, the scope of the scheme. 

On an invitation from the Government of India, Mr.^ 
Stack and Mr. Bao—two I. L. O. experts—came to India to 
examine the Adarkar scheme. While agreeing with the 
fundamental principles embodied in the scheme, Messrs. Stack 
and Bao suggested some important modifications. 

They proposed a basic change in the organisation of the 
medical service and the integration of the maternity benefit 
scheme and workmen's compensation scheme within the 
framework of a general health insurance scheme ; they also 
proposed the inclusion of non-manual workers on equal terms 
with manual workers irrespective of their income and the 
grouping together of those branches of insurance which called 
for medical help, namely sickness, maternity and employment 
injury. 

Prof. Adarkar's scheme, though original and built from 
the ground upward, was not capable of being implemented. 
As for Messrs. Stack and Bao’s modifications—they were no 
more practicable than the Adarkar scheme. They failed to 
build their scheme on the existing health conditions and the 
real scarcities of medical facilities in India. 

In any case, the Adarkar scheme and the Stack and Bao 
note wore discussed at the sixth Labour Oonference in 
October 1944, and also at the sixth meeting of the Standing 
Labour Committee in March 1945, and there was general 
agreement that the preparation for a health insurance schemo 
applicable to perennial factories and covering employment 
injury and maternity benefit should be immediately made by 
the Government of India. 

Employees’ State Insurance : Thus evolved the 
Employees’ State Insurance scheme which combined the 
Adarkar scheme of sickness insurance, the Workmen^ 
Compensation and the Maternity Benefit Acts. The Bill was 
passed on April 2, 1948, which, following some discontent 



LABOUB WBLlPABB k SOCIAL IMBfTBANOB 


among workers daring a pilofc survey in some Spates, was 
amended in 1951 proposing a levy on the employers. The 
Act oame into force in January 1952. 

The Act provides for cash and medical benefits for insured 
persons in cases of sickness, maternity and employment 
injury. All employees including clerical staff whose total 
remuneration does nob exceed Bs. 400 per month and who 
are working in perennial factories run with power, and 
wherein 20 or more persons are working, are covered by 
the Act. 

Daring 1958-59, the scheme was extended to about 633,000 
family members of about 226,000 insured persons in various 
implemented areas in seven States and in the Union territory 
of Delhi. At the end of 1958-59, the scheme was in force 
at 79 centres in different parts of India covering about 
1,414,000 of industrial workers*. During the period of the 
Second Five-Tear Plan, it is proposed to extend the Scheme to 
all centres with a concentration of 1,600 or more employees. 

Employees’ Provident Fund : The Employees* Provident 
Fund Act, 1952, which initially extended to factories engaged 
in six scheduled industries was amended in December 1956 to 
extend it to non-factory industries also. 

The benefit of this social security measure is extended to 
employees employed in the covered establishments who have 
completed one year's continuous service and whose basic wages 
including dearness allowance etc., do not exceed Bs 600 per 
month. Each employee is required to contribute to the Fund at 
the rate of 61 per cent of basic wages and dearness allowance 
including cash value of food concession and an equal amount 
is required to be contributed by the employer. On an average, 
a sum of Bs 2.47 crores is collected every month in the form 
of Provident fund contributions and is exclusively invested in 
the Central Oovernment Securities. As on the 30th April, 

2. There are about 20 liJch insurable factory workers in India. 
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1958, about G,658 establishment employing about 29.72 lakh 
employees were covered under the employees* Provident Funds 
Act. 1952. 

The Factories Act 1934: Prior to 1934, there were 
no special provisions relating to welfare, apart from those 
relating to general health and safety regulations and rest 
intervals. The Factories Act, 1934, besides laying down the 
standard of cleanliness, ventilation, overcrowding and lighting 
in factories, provided for the welfare of the workers, the main¬ 
tenance of a suitable and sufHciont supply of water for 
drinking and washing purposes ; for adequate shelter for rest in 
factories employing more than 150 persons; for the reservation 
of suitable rooms for the use of children of women employed 
in factories employing more than 50 women ; and for the 
maintenance of adequate first aid appliances. Provision 
empowering Provincial Governments to make rules requiring 
specified factories employing more than 250 workers to set up 
canteens for the use of workers was made by an amendment 
Act of 1947, 

The Factories Act, 1948: Legislation relating to 
factories was extensively revised and consolidated by the 
Factories Act, 1948. The Act contains a separate chapter on 
welfare, which besides laying down specific welfare measures 
to be undertaken by employers such as washing facilities, first 
aid appliances, canteens, rest shelters and creches, adds two 
new welfare provisions relating to seating arrangements for 
workers and empowering State Governments to make rules 
requiring factories to provide suitable places to keep the 
workers’ clothing and for the drying of wet clothing. The 
State Governments are also empowered to make rules requiring 
the representatives of workers in any factory to be associated 
with the management in regard to welfare arrangements for 
workers. By another provision the Act requires the owners 
of factories employing 500 or more workers to appoint welfare 
officers. 
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Indian Mines ( Amendment) Ordinance of 1945; 

In regard to mines, the first specific legislation relating 
to provision of a welfare measure was the Indian Mines 
( Amendment) Ordinance of 1946, which conferred rule-making 
powers on the Government of India for the maintenance of 
creches in mines where women were ordinarily employed. A 
1946 amendment made provision for pit-head baths and lockers 
separately for men and women workers where necessary. The 
new Mines Act, which came into force in 1962, incorporated 
all these provisions, besides adopting standards laid down in 
the Factories Act, 1948, relating to rest rooms, canteens 
sanitary and drinking water facilities, etc. 

Coal Mines Labour Welfare Fund Ordinance: 
In recognition of the fact that welfare measures are of 
particular importance in mining areas where work is hazardous, 
the Government of India promulgated in January 1944 the 
Coal Mines Labour Welfare Fund Ordinance, which marked 
a new era in welfare legislation in India as it introduced 
the principle of levying a cess on the output of an 
industry to finance welfare measures for the workers 
employed in it. The Ordinance created a Coal Mines Labour 
Welfare Fund to promote the welfare of labour employed in 
the coal mining industry and empowered the Government of 
India to levy a cess amounting to not less than one and not 
more than four annas per ton on all coal and soft coke 
despatched by rail from collieries in British India, to finance 
the activities of the Fund. The Fund was to be utilised to 
meet expenditure on measures “necessary or expedient to 
promote the welfare of labour employed in the coal mining 
industry”; the Ordinance, however, specifically listed the 
following among the welfare measures on which the Fund 
could be spent : the provision of improvement of housing, 
water supplies, educational facilities for washing, recreation 
and transport to and from work ; and the provision of medical 
facilities. Finally, the Ordinance empowered the Government 
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to set up an Advisory Committee, on which owners and 
workers would have equal representation and which would 
include a woman member to advise the Government on matters 
relating to the administration and working of the Fund. This 
Ordinance was replaced by the Goal Mines Labour Welfare 
Fund Act of 1947, which came into force on 14 June, 1947. 
This Act retained intact the main provision of the earlier 
Ordinance, but with the following important changes : 

(a) the minimum and maximum limits of the cess to be 
levied on each ton of coal and coke despatched from collieries 
were raised from one and four annas to four and eight annas 
respectively ; 

(b) special attention has been devoted to housing and it 
has been provided that a minimum of at least one anna four 
pies of the cess collected on every ton of coal or coke (rising 
to not less than three annas eight pies when the cess is levied 
at the maximum rate of eight annas per ton} shall be carried 
over to a separate housing account maintained by the Fund ; 
and 

(c) where colliery owners maintain dispensary services for 
their labourers conforming to the standards prescribed by the 
Fund, they could now secure from the Fund grants-in-aid pot 
exceeding an amount equivalent to eight pies per ton of coke 
or coal despatched from the colliery concerned. 

Mica Mines Labour Welfare Fund Act, 1946 : A 
similar enactment for the mica mines, the Mica Mines Labour 
Welfare Fund Act, 1946, provides for the levy of a cess on 
all export of mica from India at a rate not exceeding 6^ per 
cent, ad valorem, the net proceeds of which are credited to a 
Mica Mines Labour Welfare Fund. The Central Government 
is empowered to utilise the Fund, among other purposes, for 
the betterment of the health conditions of mine workers and 
for the provision of improved amenities for theip, such as 
increased wa^er supplies and washing facilities, improved 
hottsing, higher nutrition standards, better educational %nd 
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recreational facilities, and transportation to and from the 
place of work. It also empowered Provincial Governments 
to give grants to a local authority or to the management of 
a mica mine in aid of any approved scheme provided for by 
the Fund. 

Plantations Labour Act : In regard to plantations, 
there are two special features which concern provision of 
welfare facilities. Firstly, labourers for work in the estates 
bave to be recruited from the plains (estates are usually 
located in hill regions) or as in Assam tea gardens from 
other States. Workers and their families require assistance 
to move into plantation areas, fed on the way, accommodated 
and established on arrival. Similarly, there is need for 
assistance in repatriation. Secondly, as mentioned already, 
plantations are located in isolated places and the nature of 
work differs considerably from that in a plant or a factory. 
The former contingency is provided for by the Tea Districts 
Emigrant Labour Act, 1932. Even though this Act relates 
mainly to recruitment, it provides for assisting the emigrant 
worker and his family. The Central Government is empowered 
to declare any area to be a controlled emigration area, and 
thereafter any assisted emigrant may be forwarded to Assam 
only by a licensed forwarding agent, acting on behalf of an 
employer or employers of labourers ; forwarding should take 
place only along prescribed routes and subject to employers 
making proper provision for accommodation, feeding, and 
sanitary arrangements on the journey. Every emigrant 
labourer (person who **last entered Assam as an assisted 
emigrant and is employed on a tea estate” ) and his family 
have a right of repatriation at the expense of the employer 
on the expiry of three years after entry into Assam. Earlier 
repatriation in certain circumstances and repatriation of the 
families of deceased workers are also provided for. 

This Act, however, did not provide for the welfare ( or for 
that matter neither working conditions, hours of workj etc.) 
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of workers in plantations. The whole question was discussed 
in the Tripartite Industrial Committee on plantations air 
several sessions, based on which the Plantations Labour Act 
was enacted in 1951. The Act makes provisions, among 
other things, for supply of wholesome drinking water, medical 
and sanitary facilities, canteens and creches. 

Coal and Mica Mines Labour Welfare Funds : The 
welfare activities of the Goal Mines Labour Welfare Fund 
consist of medical facilities, anti-malaria operations, recrea* 
tional and educational facilities as well as provision of pit- 
head baths and creches. From 1944-45 up to 1967-58 receipts 
into the fund by way of cess collections totalled 91,538,790 
rupees as against the expenditure of 59,6000,008 rupees. 
Hospitalisation and medical facilities account for a major 
portion of the expenditure on welfare. There are two well- 
etaffed and equipped central hospitals at Dhanbad and 
Asansol. In addition there are 4 regional hospital-cum- 
maternity and child welfare centres and 2 dispensaries in 
coal mining areas. Special facilities for T. B. patients are 
also financed by the fund. Lady health visitors of the fund 
pay home visits and give ante-natal and post-natal advice to 
women. Family planning counselling forms a significant part 
of the activities of the medical centres attached to the fund. 
Another special feature of the welfare facilities was the 
scheme of supplying artificial limbs to disabled colliery 
workers. Anti-malaria operations are also conducted by the 
Fund on a large scale. 

For providing educational and recreational facilities to 
colliery workers and their dependents, miners’ institutes each 
comprising a welfare centre for women and children, an 
adult education centre and a children’s park have been 
established in various coalfields. There are 46 such institutes 
functioning at present and 14 more are proposed. Among 
others, the children’s welfare activities include elementary 
education, free supply of dress twice a year, supply of free 
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milk and tiflSn, and medical care. Vocaliional training and 
onltural programmes for workers* wives and dependants is an. 
important aspect of the centres' women welfare activities.'' 
The Fund has also a scheme of grant of financial assistance 
from the Fund to the widows and school-going children of 
colliery workers whose deaths occur as a result of colliery 
accidents. The other measures of welfare promoted by the 
Fund include running of technical schools, assistance to water 
supply schemes in colliery areas and starting credit and 
consumers’ co-operative societies.^ 

The activities of the Mica Mines Labour Welfare Fund 
are along the same lines as the Coal Mines Labour Welfare 
Fund and comprise of provision of medical, educational and 
recreational facilities, organisation of maternity and child 
welfare centres for the miners and their families. The scale 
of expenditure is indicated by the fact that the total resources 
of the Fund during tho year 1957-58 amounted to 18,881,203 
rupees which included 2,143,107 rupees received during the 
year out of which tho expenditure in tho States of Bihar, 
Andhra Pradesh, Rajasthan and West Bengal amounted to 
1,00,422 rupees. The work of the Fund is mainly centred in 
the States of Andhra Pradesh, Bihar and Rajasthan. 

Menon Committees' Recommendations : Recently, 
tho Committee on integration of social security schemes, 
headed by Shri V. K. R, Menon, Director of tho Indian 
Branch of the I. L. O., has suggested the setting up of a 
single agency to assume administrative responsibility for the 
Employees’ State Insurance Act, the Employees’ Provident 
Fund Act, tho Coal Mines Provident Fund Act and the 
Assam Tea Plantations Act, the separate operations of which 
have caused unnecessary duplication of administration and 

4, For a review of the work of tho Coal Minos Labour Welfare 
Fund, see lieport on the Activities of the Coal Mines Labour Welfare 
Fund 1957-69, p. 48. 

14 
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axpenditure and an artificial divorce between the two services* 
The pooling of funds, and the economy in expenditure which 
the proposed integration would result in, should help improve 
the quality as well as the quantum of services which State 
Insurance and Provident Fund are designed to render. The 
proposal to make the Acts governing both these welfare 
services, applicable to establishments engaging 20 or more 
employees—instead of those employing 50 or more—would at 
the same time broaden their base simultaneously with a view 
to increasing the resources needed for improving the avail¬ 
ability, the quality and incidence of the welfare services. 
The Oommittee has recommended an upgrading of the contri¬ 
butions of both employees and employers. 

Rising C!ost of Social Security ; It would be interesting 
to point out that the cost of social security schemes in 
India has increased from year to year as follows :— 

1950- 51 Bs. 8*58 million 

1951- 52 Bs. 9*18 million 

1952- 53 Bs. 9’48 million 

1953- 54 Bs. 13*84 million 

Figures for recent years are not available but it can 
generally be said that the cost of social security schemes in 
India today must be around Bs. 20 crores, if not more. 

A casual glance at the budgets of State Governments 
would show that they are, of late, paying increasing attention 
to social services. As the Boport of the Taxation Enquiry 

Commission (Part I) points out.taking the nine Part ‘A’ 

States, non-development expenditure (excluding debit services) 
fell from 53 per cent in 1938-39 to 45*5 per cent in 1953, 
and expenditure on social services increased from 21*5 per 
cent in 1938-39 to 24 per cent in 1953-54, while that on 
development services increased from 17 per cent in 1938-39 
to 26 per cent in 1953-54.” The same report points out that 
figures of expenditure on social services and economic 
development of all the Part 'A* States increased from 92*70 
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«rores and Bs. 99*16 orores in 1953-54 (Bevised budget) to 
Bs. 98*88 crores and Bs. 105*87 crores in 1954-55 (budget 
•estimate) respeotively : those for all part ‘B’ states increased 
from Bs. 120*82 crores and Bs. 134*46 crores in 1953-54 
{revised budget) to Bs. 131*46 crores and 146*20 crores in 
1954-55 (budget estimate) respectively. Under the impetus 
of the First and Second Five-Year Flans, the State Govern¬ 
ments have thus continued to allocate increasing outlays on 
eooial services so as to achieve the welfare objectives implicit 
in the Plans. Nor is the Centre's contribution to welfare 
schemes insignificant. Having access to hardly 8% of the 
national income, the Central Government’s allocations under 
welfare schemes head have increased from year to year. 
This would be evident from the following table showing the 
distribution of Plan outlay under social services :— 


(In crores of rupees) 



First Flan 

Second Plan 


Total 

Total 

Social Services 

533 

945 

Education 

164 

307 

Health 

140 

274 

Social Welfare 

5 

29 

Welfare of backward classes 

32 

91 

Labour and Labour Welfare 

7 

29 


It may be noted that out of a total Second Plan outlay 
•of Bs. 9*45 crores, the Centre is to spend Bs. 3*96 crores ; 
again out of this total of Bs. 9'45 crores, as much as 
Bs. 4*55 orores would bo investment outlay which is 
expenditure on building up of productive assets. There is, 
therefore, no doubt that even though India is trying to 
emerge from a predominantly agricultural economy to an 
industrial one, the welfare of weaker sections in the economy 
constitutes a major concern of the Government as it ought 
to be in a Welfare State. 





CHAPTER XII 
fiscal policy 

Taxation policy derives its meaning and direction from the 
socio-economic aspirations of the society it seeks to serve. In 
recent years tax policy in India has been geared to achieve 
three broad objectives: 

(1) Rapid and stable economic development through 
appropriate fiscal incentives to investment, 

(2) Elimination of speculative investment and diversion of 
such funds to more productive channels ; and 

(3) Reduction of inequalities in incomes. 

In view of the fiscal impact of the Budget, the Indian tax 
structure has of necessity been composed of two categories— 
direct and indirect taxes. It would be interesting to note 
what reputed authorities on public finance have to say on the 
relative merits and demerits of direct and indirect taxes in 
achieving specific social and economic ends. 

Theoretical Debate ; A theoretical debate on the subject 
was started by Prof. Henderson in the .July 1948 issue of the 
Economic Journal. In course of an article. Prof. Henderson 
argued that there was nothing to choose between direct and 
indirect taxes since both gave rise to an excess burden on 
the tax payer over the receipts to the exchequer. He pointed 
out that indirect tax had the same effect as an income tax 
on the supply of factors of production and it caused in 
addition a loss to consumers by distorting their preferences. 
Prof. Henderson also maintained that though a change towards 
indirect taxation was usually accompanied by a reduction in 
the degree of progression in tax system as a whole, the 
shift from direct income tax to indirect commodity tax will 
not enable us to escape from the burden involved in the 
former—it will merely add more burden. He, therefore, suggested 
a tax on earning capacity as the ideal redistributive taxation. 
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In an article in the September 1951 issue of the Economic 
Journal, Prof. I. M. D. Little sought to refute Prof. Henderson’s 
purely theoretical case against indirect taxation. Prof. Little 
argued that if our emphasis is on incentives, we should 
increase the taxes on necessaries in order to pay a subsidy on 
luxuries. This should amount to a tax on leisure. Luxuries 
should bo subsidised in relation to necessaries but this should 
have no substitution effect. He therefore, suggested that the 
best taxes are those on goods for which the demand is least 
elastic. A monograph published by the United Nations, 
Department of Economic and Social Affairs, however, strikes 
a note of caution against excessive reliance on indirect taxation. 
It says : “in general, indirect taxes tend to have an adverse 
effect on industrial development, at least in so far as they 
are levied on locally produced goods and services, for not only 
are they likely to raise the price of domestic manufacture, but 
they are usually regressives, bearing relatively more heavily 
on the lower income groups and thereby tending to restrict 
the local market**^. 

Prof. Nicholas Ealdor, the reputed British Economist, 
suggests that both from the point of view of equity and 
encouragement of savings, a tax on expenditure is the ideal 
tax. Dr. A. E. Prest of Cambridge University, writing in the 
October 1956 issue of the Lloyd’s Bank’s Review, has 
•convincingly shown that the path of expenditure tax is not 
etrewn with roses, whether for the tax gatherers or the 
asscssees. 

In an under-developed economy like India, the scope for 
raising revenue through direct taxation is somewhat limited. 
It has been estimated that though the effective use of direct 
income tax in India dates from 1936, and despite the inclusion 

1. TrocoBses and Problems of Industrialisatiou in Underdeveloped 
•Countries*, U. N. Department of Economic and Social Affairs, New 
York, p. 68. 
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not only of personal incomes but of all forms of business 
profits, only one-fifth of one per cent pay income tax®. 
Naturally, therefore, the Indian tax structure has shown an 
unmistakable bias in favour of commodity taxes. The case of 
India, however, shows dramatically how the combination of 
high excises on expensive luxuries and low rates on minor 
luxuries—if they are consumed by millions—can tap levels of 
income, perhaps those somewhat above the lowest levels, 
which income taxation cannot exploit®. This is not to suggest 
that direct taxation has played negligible role in the Indian 
tax system. During the World War IT, direct taxes were 
increased both in volume and importance and income tax 
began to bo levied at a progressive rate in order to meet the 
war time revenue requirements. Income tax was then 
favoured on more grounds than one : on grounds of convenience 
and ability to pay, of maximising welfare through equalisation 
of wealth and of productivity. Existing Profits Tax, 
Corporation Tax, etc., were introduced. 

With the return of peace, certain adjustments were 
introduced in the scheme of direct taxation to lower the 
effective rate of incidence on personal incomes and company 
profits. The consequent decline in revenue was mitigated by 
an increase in the rates of indirect taxation. This swing back 
to indirect tax has, it must be noted, been necessitated by 
the need for preserving the inducement to invest as well as to 
mop up surplus purchasing power in the hands of the people.^ 
Although the 1947-48 Liaquat Ali Budget imposed some 
fresh direct taxes, like Corporation tax, Business Profits tax, 
etc., the subsequent Chetty Budget of 1948-49 reduced the 
rate of Business Profits tax. Business Super tax, Income tax 
on companies with an income of Bs. 25,000, etc. Dr. Mathai 

2. 'Public Finance Surveys: India By Ursula K. Ilicks. U. N. 
Dept, of Economic Affairs, New York, November, *61, Pp. 89-43. 

3. 'Approaches to Economic Development’, Norman S. Buchanan and 
Howard S. Ellis, The Twentieth Century Fund, New York, 1956, F. 829, 
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in 1949-50 continued the same policy in a more vigorous 
manner, abolishing Capital Gains tax, reducing the tax on 
incomes up to Rs. 10,000 by quarter of an anna, as also the 
rate of Super tax ; ho also allowed a rebate on Corporation 
tax. Dr. Mathai's second Budget, that of 1950-51, abolished 
Business Profits tax, reduced income tax payable by Companies 
and also reduced income and super tax rates. 

Tax Policy daring First Plan : The Planning Commission 
in its reports on the progress of the First Plan has not given 
the figures of additional taxation mobilised by the Central 
Government during the period of the Plan. However, an 
estimate by the Reserve Bank* puts this figure at Rs. 190 
crores. This works out as JG.l per cent of the aggregate 
expenditure on the Plan by the Central Government and 
suggests that the efforts at additional taxation for development 
purposes by the Centre was not significant. 

In the First Year of the Plan period, taxation proposals 
were intended mainly to avoid further inflation and **to 
increase the current flow of savings through a concerted effort 
for productive investment”*. But that the budget efforts 
wore inadequate seem to have been conceded by the budget 
proposals themselves, in so far as the additional revenues 
envisaged through fresh taxation were expected to meet only 
about a half of the aggregate deficit, the balance to be '*met 
from the accumulated cash balance of the government”. 
However, there was a very high unexpected increase in 
receipts from export duties, and as a result, a comparatively 
much larger amount was realised from current revenues than 
was expected in the budget. Shri C. D. Deshmukh raised an 
additional revenue of Rs. 8.25 crores from direct taxation. 

The prosperous conditions generated by the Korean War 
disappeared in 1952 and with that the central taxation 

4. Resorvo Bank Bulletin, March, 1956. 

5. Budget Speech—1951*52. 
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sfcructure was also adjusted. Consequently, there was no 
proposal for additional taxation in the Budget of 1962-53, 
and an amount of Bs 63‘6 orores had to be withdrawn from 
each balances for financing development outlay under the Plan. 
Some changes were proposed in the central taxation structure 
in the budget of 1963-54, notably in the export duty on jute 
and the import duties on luxuries, but these changes were 
meant as “adjustments in taxation rather than to exploring 
avenues for additional taxation^’. By 1954-56, conditions were 
comparatively stabilised and the growth of the economy was 
perceptible. In the budget speech for the year, the Finance 
Minister declared that in the context of these conditions, 
taxation policy was approached “not so much from the 
orthodox angle of balancing the revenue budget, as from the 
larger angle of raising as much as is practicable by way of 
additional revenue for meeting the increased expenditure on 
development"^. However, in view of the Taxation Enquiry 
Commission being at work it was considered not proper to 
initiate large scale changes in the tax structure. 

The Budget for 1954-55 was a reflationary one. Perhaps 
the economic conditions prevailing at the time made this 
approach necessary. In spite of the high increase in production, 
both industrial and agricultural, accompanied by a comfortable 
food position, relatively stable price level and a better balance 
of payments position, certain recessive tendencies were seen as 
evidenced by the aggravation of the unemployment position 
from the middle of 1953. It was in view of this that the 
government decided on an upward revision of the plan outlay 
by Bs 175 crores, which necessitated a larger capital outlay 
during 1954-55. 

In the budget for 1955-56, the changes in the taxation 
proposals were particularly on the lines recommended by the 


6. Budget Speech—1953-54. 

7. Budget Speech—1954*55. 
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Taxation Enquiry Commission. The principal objective was to 
raise additional revenue for development purposes. But other 
objectives such as reducing inequalities in income by raising 
taxation at the higher income levels, and increasing the tax- 
free allowance at the bottom and the offering of incentives 
to saving and investment by such concessions as development 
rebate, were also sought to be achieved through suitable 
adjustments. Assistance was given to small producers by 
changes in the field of indirect taxation. The proposed changes 
aimed at ** widening and deepening*' the tax structure. 

Thus the important sources of additional revenue during 
the period of the Plan have been customs duties and Union 
excises. In spite of the high uncertainty of revenue from 
import duties, they have shown a tendency towards expansion 
during the period. This increase might be partly explained 
by the change in the import policy of the government which 
was declared to be that of ‘‘gradually replacing wherever 
possible, at least partly, quantitative restrictions by higher 
imx)ort duties". Pursuant*on this policy, import quotas for a 
number of articles were liberalised and high import duties 
were levied on them. But in the context of development the 
commodity content of imports has undergone an important 
change, in that the major portion of imports has come to be 
industrial raw materials and industrial equipments which 
carry very low import duty. Consequently revenues from 
import duties cannot be relied upon to provide a very signi¬ 
ficant proportion of resources for development. Further the 
development of some industries in the country has tended to 
replace imports from abroad, and has thus tended to reduce 
import revenue. 

Tax Policy under Second Plan : Tax policy of the 
Central Government during the first three yerrs of the 
second Plan period was progressively geared to the objective 
of realising maximum volume of resources for the public sector. 
The underlying assumption on which the structure of the Plan 
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has been based is the expectation that the national income 
would increase by about 25 per cent over the Plan period. 
This implied raising the rate of investment from 7 per cent, 
at the beginning of the Plan to nearly 12 per cent by the 
end of the period. The estimates of financial resources 
indicated in the Plan assumes, among others that an amount 
of Es 350 crores would be available from current revenues 
and another sum of Bs 450 crores from additional taxation 
by both the Union and State Governments. Seemingly by 
way of second thought, the Plan observes that “considering 
the needs of the Plan on the one hand, and the degree of 
reliance tnat is being placed on borrowings and deficit 
financing, the conclusion is inescapable that the target for 
additional taxation has to be raised from Bs 450 crores to 
round about Es 850 crores*’®. 

In 1966 when the Second Plan was inaugurated the 
economic condition seemed to be reassuring and the budget 
for 1956-57 was, “one of the least controversial financial 
documents placed before the country since Independence". 
The bulk of the revenue from additional taxes was expected 
from outlay taxes, especially excise duties. However, the 
economy started showing strains very soon and a supplementary 
budget was presented towards the end of November, 1966 
which incorporated the capital-gains tax and increased the 
rate of super-tax on companies. The capital-gains tax was 
previously in force in India for two years during 1946-48. It 
was abolished in 1949 because (i) it was not yielding any 
significant revenue, (ii) it had adverse psychological effects 
on investment and (iii) it hampered the free movement of 
securities in the capital market. Be-introducing the tax in 
1956, the Finance Minister stated that capital gains were an 
important factor in aggravating economic inequalities. 
Moreover, “for a developing economy like ours”, he said, 


8. Second Five Year Plan, p. 91. 
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is necessary to take early action, as the implementation 
of our pro^^rammes is certain to create conditions in which 
assets of all kinds will appreciate. It is only fair that the 
exchequer should get a proportion of these incomes when 
realised in the form of capital gains'*. Thus the Finance 
Minister sought to make the tax contribute its mite for the 
achievement of economic equality, and for provision of 
funds for development. The Taxation Enquiry Commission 
had examined the case for the tax, and though they held 
the views later expressed by the Finance Minister, they felt 
that the reasons given for the abolition of the tax in 1949 
still held good in 1954 and therefore did not recommend its 
lev^'*. Prof. Nicholas Kaldor suggested that it would simplify 
matters if capital gains were treated as income and taxed 
accordingly. 

The budget for 1957-58 was radical in that it attempted 
to widen and broadbase the system of direct taxation in the 
country. The taxation of personal and corporate incomes 
had not made any significant contribution towards expanding 
the resources of the public sector. And considering the 
growing need for such an expansion and influenced by the 
recommendations of Prof. Kaldor, two new direct taxes on 
wealth and expenditure were introduced in 1957-58. 

Kaldor Proposals ; The Kaldor proposals delineated an 
integrated and systematised tax structure, balancing needs of 
development with savings promotion, capital formation 
and propensity to work and save. In his report. Prof. 
Kaldor stated that '*India like most Western countries, has 
been in the grip of a vicious circle as far as progressive 
taxation is concerned—evasion and avoidance by cutting 

9. The Boport of the Taxation Enquiry Committee said : *‘If owing 
to the accelerated tempo of development or otherwise, we enter an- 
era of continuously rising prices and profits and of capital values, capital 
gains may become an eminently suitable subject for taxation and should 
he brought within the tax net”. 
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down potential revenue, led to higher nominal rates of 
taxations and this in turn to further evasion and avoidance 
and still higher rates. It is vicious circle of charging more 
and more on less and less. The prime requirement is to 
break that vicious circle.’*^® 

This could be done, said Prof. Kaldor, by a comprehensive 
and integrated taxation on income in such a manner as not 
to leave any loopholes for evasion and avoidance of tax. He 
suggested the broadening of the tax base through the 
introduction of an annual tax on wealth, taxation of capital 
gains, a general gift tax and a personal expenditure tax ; the 
last mentioned in partial substitution of the super-tax on 
income. In order to magnify the disincentive effects of such 
taxation, and thereby hinder development, he advocated a 
reform of the income tax and super-tax. In their place he 
recommended a single income tax which is progressive upto 
an annual income of Bs. 25,000 and at a flat rate of 45 per 
cent for all incomes above that level. For companies he 
suggested a flat rate of 7 as. in the rupee of their whole 
income. Evasion and avoidance of tax, according to Ealdor's 
analysis, is directly traceable to the high rates of the taxes, 
which adversely affect the propensity to save, to invest and 
to work. The tax structure must be so designed that these 
ill effects will not be felt in the economy. So he advocated 
a reduction in the rates of income tax and corporation tax 
and a simplification of the tax laws in this regard. This 
reduction will release funds for productive purposes in the 
private sector. But being once accustomed to evasion of 
taxes, the probability of its continuation must be reckoned 
with, whatever be the rates of taxation. However, the 
possibility of evasion can be minimised if the avenues of 
evasion are checked. Expenditure, gifts and wealth are some 
of the important avenues of evasion and therefore he 


10. Nicholas Kaldor —Indian Tax Reform, p# 5 
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suggested that these be taxed. The tax on these items would 
not affect investment because the funds utilised for them did 
not form part of the funds for investment. Thus a reduction 
in income tax would stimulate private investment and fresh 
taxes on wealth, gift and expenditure would prevent the 
exchequer from losing revenue, enabling it to have additional 
resources for public investment. 

The budget of 1957-58 while adopting Prof. Kaldor's 
recommendations in regard to the levy of new taxes on 
wealth and expenditure did not accept his suggestion for the 
reduction in the marginal rates of income tax. The aim of 
Prof. Kaldor’s proposals viz. to keep unimpaired, if not to 
increase, incentive for private saving and investment and at 
the same time to augment resources for the public sector 
could not therefore be realised. In the budget of 1958-69, 
the gift tax was introduced, primarily designed to check 
evasion of the other direct taxes. Gifts from one person to 
another provide a convenient means of avoiding or reducing 
the liability of such taxes as estate duty, income tax, wealth 
tax and expenditure tax. The gift tax is the answer to such 
attempts at evasion. By introducing this tax, the Prime 
Minister, who incidentally presented the 1958-59 Budget in 
his capacity as Finance Minister, completed the integrated 
scheme Shri T, E. Krishnamachari set about bringing into 
being in the previous year. Thus from December 1956 direct 
taxation in India had undergone a radical change in its 
structure, presumably intended to suit the needs of the 
expanding public sector. 

In the budget for 1959-60 no change has been proposed 
in the present structure and rates of personal income tax. 
As regards the wealth tax and expenditure tax, there have 
been some changes. With effect from the next financial year 
itself, the wealth tax payable by individuals and Hindu 
undivided families would be increased by i per cent at each 
Blab. As for the expenditure tax, some of the exemptions 
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now available have been proposed to be withdrawn. In 
particular, the husband, wife and minor children would be 
regarded as one unit and all their expenditures would be 
taken together to see whether they qualify for exemption or 
not. The exemption limit of expenditure would be maintained 
at Bs. 30,000. 

The proposals in the field of indirect taxation include a 
basic duty of Bs. 5.60 per cent of Ehandsari sugar, an 
increase of 16 per cent in the level of cigarettes taken as a 
whole and an increase in the duty on motor vehicle tyres, 
imperial gallons, slow speed diesel oil, art silk fabrics and 
vegetable products. Existing concessions would be withdrawn 
from vegetable products, and non-essential oils (non-essential 
oils are generally edible oils) and the effective rates of export 
duties in some tea garden areas would be readjusted. 

While raising the wealth tax rates is undoubtedly 
equitable, it is feared in some quarters that it will give an 
impetus to hoarding of gold ; the price of gold may therefore 
rise and give spurt to smuggling which would result in loss 
of precious foreign exchange. As per indirect taxation 
reference may be made to a number of items which has 
reaped large gain and still escaped the Finance Minister’s 
axe. Blades, toothpastes, fans and bicycles among the 
consumers’ goods and caustic soda, soda ash and sulphuric 
acid, among others, are such instances. Obviously, the 
Government’s purpose has been to encourage their indigenous 
production. But there are imports as pointed out by the 
EconomiG Weekly, Bombay, which consumers do not got at 
anywhere near imported cost and therefore, there was perfect 
“justification for mopping up undeserved profits, through 
judicious imposition of import duties on items the import 
licences for which command a premium of 100 per cent or 
more.” It will thus be evident that commodity taxes, like 
import duties, central excises, sales tax, octroi and terminal 
taxes, etc., have gradually come to occupy a key position in 
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our tax system and to-day about i6% of our total revenues 
are derived from this form of taxation. On the other hand 
the proportion of direct taxation to total tax revenue which 
stood at about 21*1% in 1938-39 and was increased to 45% 
•during 1944-45 has now stabilised around 25%. 

From 1952 onwards export duties were adjusted from time 
to time to enable the country to maintain and develop its 
export markets. In accordance with this policy export duties 
on hessian and jute goods were reduced and duties on other 
export items like manganese, pepper, groundnut oil, raw 
•cotton and others were either established or drastically reduced. 

The revenue from Union excise duties have, however, 
been one of the largest contributors to the expansion of 
central revenues during the period. The number of commo¬ 
dities that came under Union excise duties rose from 13 in 
1952-53 to 29 in 1958-59. The yield from excise duties has 
progressively gone up from Bs. 85*78 crores in 1951-52 to 
Bs. 140 crores in the 1955-56 revised estimates, Bs. 264*55 
crores in 1957-58, Bs. 301,93 crores in 1958-59 (Budget) and 
Bs. 325 crores in 1959-60 (Budget). Except on tobacco, central 
excises have been so far limited to the products of organised 
industries mainly for the sake of promoting cottage industries, 
through the differential fiscal advantage imparted through 
the excise, and partly for the reason of difficulty in adminis¬ 
tration if levied on the products of the unorganised cottage 
industries. 

Encouragement to Corporate Enterprise ; In recent 
years, productive enterprise in India has been sought to be 
encouraged at the corporate rather than individual level. The 
basic assumption of the policy has been that while reduction 
in equality should be secured by a steeply progressive system 
of personal taxation, its adverse effects on private capital 
formation should be counter-acted by providing incentives to 
ploughing back of profits in the corporate sector. The more 
recent policy has been to provide special facilities and 
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attractions to companies and corporations though initial and 
additional ^depreciation allowance, rebate on undistributed 
profits, development rebate, etc. Shri 0. D. Deshmukh's last 
budget proceeded further in this direction by taxation of 
bonus share and at a progressive rate of dividends distributed. 
The increase of super tax on dividends and the scheme for 
deposits with the Government proposed by Shri T. T. 
Erishnamachari were further steps in this direction. Shri 
Erishnamachari pointed out that apart from its anti* 
inflationary virtue, the increase in the rate of super tax on 
dividends was also justified from the point of view of equity. 
**It would not be fair to ask the wage earner to put a 
ceiling on his income without at tbe same time trying ta 
put .a ceiling on unearned incomes. The new rate of super 
tax is also intended to conserve money for industrial units 
for development primarily in the private sector,” 

There is to be no change in company taxation daring tho 
1959-60 budget year. From 1960-61 the wealth tax on 
companies and the excess dividends tax will be abolished* 
The net incidence of the present taxes on income, excess 
dividends and wealth will bo concentrated in the income tax 
and super tax rates of companies. For advance payment of 
tax by companies, a rate of 20 per cent for income tax and 
25 per cent for super tax, i.e. a total of 45 per cent has been 
proposed. In addition, the present system of ^grossing up^ 
the dividends will be abolished. The companies will deduct 
tax at the flat rate of 30 per cent from the dividends to the 
shareholders and credit it to the Government. This tax will 
be reimbursed to the share-holders at the time of their 
assessment, as is done today in the case of interest on 
Government securities. The schemes will be implemented 
in two stages during 1959-60 and 1961. From 1960-61, bonus 
issues out of share premium account will be subjected to tax. 
(While ordinary bonus issues were subject to tax, those made 
out of share premium accounts wore not so far taxed). 
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As regards foreign companies (that declare dividends outside 
India) the scheme of taxation is different. The present rate 
applicable to such companies is 61.5 per cent. It ha 3 been 
proposed to raise it to 63 per cent with effect from 1930-61. 

The relief in company taxation and even transferring the 
incidence of company wealth tax to the share-holders of small 
companies may be appreciated. But the abolition of excess 
dividend tax and the repeal of Company Reserves Compulsory 
Deposit Scheme indicates a setback for investment control. 
In economic importance, the compulsory deposit schome was 
next only to the nationalisation of banking. Equity c omanded 
that any large measure of deficit financing should bo supple¬ 
mented by adequate taxation measures to mop up profits 
wherever they accumulate. It is, therefore, intriguing why at 
this moment the excess dividend tax should be dispensed 
with. The Government seems to have found it ditficult to 
reconcile the programme of profit control with the need for 
increasing production under the existing Bet-up^\ 

It will thus be seen that India’s tax policy is being 
gradually moulded in the pattern of a Socialist Society we 
are pledged to. The equity of a tax system is determined by 
the equitable distribution of the burden of taxation among 
different income groups and urban and rural groups, providing 
at the same time, in a democratic state, encouragement to 
individual effort. Our tax structure is being gradually 
broadened and made more elastic. The scope of further direct 
taxation is obviously limited and greater tax effort must come 
from the sections of our population who have not so far 
played their due role. Shri T. T. Krishnamaehari pointed 
out that even if the rate of taxation on the highest slab of 
income was raised to 100%, it would not yield more than 2.5 
crores. But will the tax effort called for to see through the 

11. Central Budgot-l, Sailen Ghosh, AIGO Economic Review, Maioh 

16. 1959. 
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Second Five-Year Flan be extraordinarily burdensome as has 
been feared ? Let us examine this point. 

, Tax Revenue and National Income : The proportion 
of tax revenue to total national income is bound to be 
nxuch lower in a poor country like India than in a rich 
country. Only the surplus over subsistence can yield tax 
revenue. This surplus is far smaller in India than in 
advanced countries. Over the last three decades the 
proportion of tax revenue to national income in India has 
remained stable around 7%, The proportion depends upon the 
economic structure, willingness to pay taxes and administrative 
zeal in collecting thom^®. If the proportion has remained 
stable in India, the reason must be sought in the static 
economic structure and lack ol administrative skill in the 
machinery for tax collection. However, let us examine the 
role assigned to additional taxation under the Second Five- 
Year Plan and assess the burden involved. 

The additional taxation contemplated in the Plan is only 
Bb. 450 crores (including Centre and the States) or less than 
1,0% of the planned outlay. It means an addition of an annual 
average of Rs. 90 crores to the existing tax revenues. Even 
if we mako allowance for the fact that the incidence of these 
additional taxation will not be evenly distributed over the five 
years, and that the incidence will bo much higher, say, in the 
fourth or fifth year, it is not going to mean any significant 
increase in the national burden of taxation. Dr. V. K. B. V. 
Bao, for instance, has calculated, *Tf we assume that the 
burden of this additional taxation will be so distributed that 
extra taxation in 19G0-61 will amount to Es. 180 crores or a 
rise of about 20% on the existing base, it will not mean a 
real addition to the average tax burden as simultaneously 

12. Dr. B. G, Panandikar, Taxation Enquiry Oommiasion, Part 1 
Questionnaire'Considered, Commerce, Annual Review Number, December, 
1953. 
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there will be an increase in the national income by about 25%', 
Even making allowance for the anticipated normal increase in 
the yield in tax collections, the burden of taxation in 1960-61 
will be more or less the same as in 1955-56, namely about 
l-12th or 8 per cent*’^®. Now, even if we assume that the 
target for additional taxation will have to be raised as a 
result of including the uncovered gap of Rs. 400 crores as also 
the latest additions to the Plan outlay caused by increased 
costs, the national burden would not be as crushing as is 
presently feared. 

Scope for Additional Taxation in the States : If the 

•budgetary results of the last few years in the States are any 
guide, it cannot any more bo bluntly concluded that tax 
potential of the States has reached saturation point. One 
main reason why some States have bean generally diffident to 
add to the burden on their population is that tax efforts in 
some other States have been comperatively modest. The 
incidence of taxation in Uttar Pradesh, the largest and most 
populous of the liuliaii States at present, is only Bs. 3*24 
per head per annum while that for Bombay is Rs. 9*11, West 
Bengal Rs. 8'3, Punjab Rs. 6*11 and Madras Rs. 3*35. 

Be that as it may, it is essential that the increment in 
incomes in the agricultural sector associated with the imple¬ 
mentation of a plan of development must be prevented from 
being consumed by the farm population through taxation and 
should be siphoned off for financing further development. 
Per capita incidence of taxation is still five times higher in 
tbo urban sector than in the rural sector. A preliminary 
analysis of the available data, based inevitably on a great 
deal of guess work, suggests that the increase in tax revenue 
since 1952-53 has been realised more from the urban rather 
than the rural sector, and that while Government taxation 

15. ‘Indian Fiscal Policy*, Prof. V. K. R. V. Rao, India^intrncici 
Times Survey, August, 13. 1956. • 
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has absorbed nearly 40% of the increase in incomes in the 
urban sector, the share of Government in the increased income 
of the rural sector has been perhaps not more than 
That the State Governments have not, as yet, launched an 
energetic drive in the field of agricultural taxation would be 
evident from the following table : 

TABLE I 

Amount and Sources of Additional Taxation Raised 


by the States (1951-56) 

{Tn crores of rupees) 




Amount 

collected 

1961-56 

First 

Plan 

target 

1. 

Taxation on land including 




land revenue and 
agricultuaal income tax 

5’9 

34'0 

2. 

Irrigation rates including 
betterment lovicB 

65 

29'5 


The First Plan had expected that the States would under¬ 
take in temporarily settled areas reassessment of land revenue, 
long overdue, for providing increased amount of resources. 
The Planning Commission could not, however, devise a 
suitable and administratively convenient formula of re¬ 
assessment on the basis of which re-assessment could be 
undertaken. Therefore, some of the States resorted to the 
device of the levy of surcharges on land revenue. As regards 
the mohilisation of resources from the increase in irrigation 
rates, the Governments of U. P. and Bihar raised these rates 
in 1952-63 but their actions met with tremendous political 
opposition. The Government of U. P. was, therefore, obliged 

14. *Besourcca for tho 3rd X’lan* by K. N. Baj, 'Economic Weekly* 
Annual, January, 1959. 
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to reduce the rates after some time. The target of tax 
proceeds from betterment levies was not reached because this 
levy could only be imposed on completion of projects. By 
the beginning of the Third Five-Year Plan many of the 
projects now under way would be completed and the irrigation 
benefit accruing to the peasant community would increase 
considerably.’'® There is, therefore, a ease for stepping up 
taxation in the agricultural sector. Land revenue has been 
increasing and as Prof. Kaldor has observed, the receipts 
under this head could be doubled. An administratively 
convenient formula has also to be devised for the imposition 
and assessment of betterment levies. According to the 
Taxation Enquiry Oommission, while the lowest income 
groups in the rural sector (households earning Bs. 600 per 
annum and loss) paid by way of indirect taxes as much as 
3*2 per cent of their total expenditure in 1952-53, the share 
of such taxes in the income groups Bs. 600-1200, Bs. 1200- 
1800 and Bs. 1800-3000 per annum was only 2*3, 2*7 and 
2*8 per cent respectively of their total expenditure. Again, 
nearly 25% of rural households have a total annual expendi¬ 
ture of less than Bs. 600 each; nearly 70% have a total 

15. According to a recent statement by the Union Minister of Irrigation 
A Power, the number of projects completed during the Flan period up to 
tho end of march 1958 wore : Andhra Pradesh 19, Bihar 8, Bombay 23, 
Jammu & Kashmir 3, Kerala 8, Madhya Pradesh 1, Madras 6, Mysore 15, 
Punjab 8, Bajasthan 7, Uttar Pradosh 18 and West Bengal 4. 

The number of projects which had not yet been ‘Completed were: 
Andhra Pradesh 12, Bihar 19, Bombay 52, Jammu & Kashmir 3, Kerala 13, 
Madhya Pradesh 25, Madras 7, Mysore 16, Orissa S, Punjab 5, Bajasthan 
28, Uttar Pradesh 19 and West Bengal 5. 

The areas of land irrigated in each State wore (in lakh acres) : Andhra 
Pradesh 1.98 (up to 8/57), Bombay 1.07 (up to 8/58), Jammu and Kashmir 
0.11 (up to 3/57), Kerala 1.21 (up to 8/58), Madhya Pradesh 0.18 (up to 
3/58), Madras 2.76 (up to 3/58 ), Mysore 1.28 (up to 8/58), Orissa 1.80 
( up to 8/58), Punjab 18.56 (up to 3/57 ), Bajasthan 1.97 ( up to 8/57 ), 
Uttar Pradesh 11.49 (up to 8/58) and West Bengal 6J}5 (up to 8/58). 
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annual expenditure of less than Bs. 1200 each and roughly 
about 25% fall in the expenditure range of Bs. 1200-3000 per 
annum, only 5 per cent or so being in the range of over 
Bs. 3000 per annum^®. It is the two latter groups (presumably^ 
by and large, the same as those who also have holdings of 
more than 5 acres each), who ai*e relatively speaking, lightly 
taxed. It may also be mentioned that, in the urban sector, 
the households in the expenditure groups Bs. 1200-1800, 
Bs. 1800-3000, and over Bs. 3000 per annum pay, by way of 
indirect taxes alone, 5*1, 5*1 and 8*3 per cent respectively of 
their total expenditure as compared to 2'7, 2'8 and 4'4 per 
cent respectively in the rural sector. 

It may also be pointed out that as a result of land 
reform measures, introduction of State-trading in foodgrains 
and expansion of marketing and credit facilities, surpluses in 
the agricultural sector which have hitherto been squeezed out 
by way of rent, money-lenders' interest, and the merchants' 
profits would now remain in that sector. It is, therefore, 
obviously important not only to raise additional tax revenues 
from the rural sector but also to increase the progressiveness 
of agricultural taxation. Such assessment methods should bo 
devised as would provide incentive for higher production. It 
may be mentioned that when the land assessment is based 
on higher productivity standards, it could result in over¬ 
taxation of the inefScient producer, which may induce greater 
productive efforts. Similarly, the taxation of capital value 
as against the annual value and exemptions or favourable 
treatment of improvements as compared with unimproved value 
of land may induce higher agricultural productivity. 

Resources of the States : The increasing developmental 
activity in the public sector of the economy has necessitated 

16. Anniversary Address by Prof. Mahalanobis at tho National 
Institute of Sciences of India, January 1958. 

17. Theie figures are for 1952*63. Source : Taxation EnqyAru 

Commisiton BeporU ^oh /• OA. 5.- ; 
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a much larger transfer of resources from the Centre to the 
States. The Central Government had to help the State 
Governments as a senior partner in the Plan effort. Undef* 
the constitutional division of the sources of revenue, most of 
the elastic sources are with the Centre, sales tax being the 
only exception. Even this tax is now being gradually 
centralised. The transfer of resources from the Centre to the 
States takes three forms ; (i) sharing of taxes, (ii) grants and 
(iii) loans. 

Before Independence financial adjustments of tax revenue and 
grants to States were made on the basis of the recommenda¬ 
tion made by Sir Otto Nieraeyer and known as the Niomeyor 
Award. The partition of the country and the migration of 
population particularly to and from West Bengal and East 
Punjab made it necessary to change the distribution of the 
proceeds of income tax and the system of annual grants to 
specified States. The Constitution of India laid down that 
within two years of the commencement of the Constitution, 
and every five years thereafter, a Finance Commission is to 
bo appointed to recommend the distribution of the proceeds 
of income tax and to determine certain grants-in-aid to 
States. The first such Commission was appointed under the 
chairmanship of Shri K. 0. Noogi, following an interim 
distribution which had been made on the basis of an award 
given hy Shri 0. D. Deshmukh. The first Finance Commis¬ 
sion's recommendations covered the distribution of income 
tax, union excise duties on matches, tobacco and vegetable 
oil products, and grants-in-aid to needy States. The 
Commission recommended that 55 per cent of the net proceeds 
of income-tax should be allocated to the States. The basis 
of distribution among the States was formulated by the 
Commission in the following words : 

“The elements which, in our opinion, should enter into 
the appropriate scheme of distribution of income tax thus 
are (i) a general measure of needs furnished by population, 



WELFABB BOONOMIOS IN INDIA 


and (ii) contribution. On a broad view of the position, 

we propose that 20 por cent of the States’ share of the 
divisible pool should be distributed among the States on the 
basis of the relative oolleetions of States and 80 per cent on 
the basis of their relative population according to the Census 
of 1961.” 

The Comraission’s recommendation in regard to the sharing 
of Union excise duties covered only three commodities, viz. 
matches, to.)acco and vegetable oil products. These were 
chosen hecruse they yield a sizable revenue for distribution 
and are commodities which are of common and widespread 
consumption. Forty por cent of the net proceeds of these 
was recommended for distribution among the States on the 
basis of poimlation. The Commission’s recommendations for 
grants-in-aid included grants to West Bengal, Assam, Bihar 
and Orissa in lieu of the jute export duty (these are the 
States that grow raw juto) and grants-in-aid to some States 
either for specific purposes like advancement of primary 
education or generally to augment their revenue resources. 
In recommending the general grants the Commission took 
into account the budgetary needs of the States, thuir tax 
efforts, economy in expenditure, standards of social services, 
existing special obligations, and broad purposes of national 
importance. All these recommendations were accepted and 
implemented. 

The second Finance Commission was set up in 195G under 
the chairmanship of Shri K. Santhanam. The scope of its 
enquiry was, however, wider than that of the first. The 
Commission’s recommendation was further sought for the 
distribution of the proceeds of estate duty in respect of 
proporty other than agricultural land, the distribution of an 
additional duty of excise to be levied on mill-made textiles, 
sugar and tobacco in replacement of the sales tax till then 
levied by the State Governments, and the distribution of the 
net proceeds of the tax on railway fares which was levied in 
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the Central Budget of 1957-58. The Oommission was also 
asked to recommend modifications, if any, to be made in the 
rates of interest and the terms of repayment of the loans 
made to the various States by the Government of India 
between 15 August 1947 and 31 March, 1956. 

Recommendations of the Second Finance Commission ; 
Despite their none too happy record of financial management 
during the past years, the new Finance Commission has given 
the States a generous deal. The pattern of financial devolution 
evolved by the Santhanam Commission does not of course 
very much differ from that of its predecessors but in making 
its recommendations the Commission has not only recognised 
the over-riding need to extend financial assistance to the 
States to enable them carry out their second plan scheme but 
has also made an earnest effort at allocating to them the 
maximum of revenue from the divisible pool more on the 
basis of need than on the basis of collection. The recommen¬ 
dations of the Commission which have been accepted by the 
Government and are already being given effect to have 
oonsiderably strengthened the resources of the States. The 
14 States are getting additional revenues from increases coming 
from the Income Tax the Excise duties, the new tax on 
railways and from the Sales Tax on certain goods which has 
been given up by the States in favour of the Centre. The 
divisible pool of Income Tax has been raised from 55 per cent 
to 60 per cent ; while the basis of distribution is 90 per cent on 
population and 10 per cent on collections as against the 
previous basis of 80 per cent and 20 per cent respectively. 
This will be equitable to populous and relatively backward 
States. The existing formula for the distribution of the net 
proceeds of Union Excise has been revised from 40 per cent 
to 25 per cent ; but since the range has been expanded by 
the inclusion of the duties on coffee, tea, sugar, paper and 
vegetable non-essential oils, in addition to those on matches, 
tobacco and vegetable products, the States’ share from this 
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source will probably increase despite the lowering of the 
percentage rate of the sharoout. 

The Commission has recommended the merger of sales 
tax with the excise duty on mill-made cloth, sugar and 
tobacco, the distribution of the States’ quota to be determined 
partly by population and partly by consumption. Though 
this is a radical departure from the settled pattern of federal 
finance, the States are likely to get more from the proceeds 
of the additional excise levies than what they wore hitherto 
getting from the proceeds of the sales tax. 

Equally sound and fair is the Commission’s recommenda¬ 
tion in respect of the controversial issue of Estate Duty 
allocation. The Commission has favoured distribution of the 
proceeds on the basis of assessed value rather than any 
rigid ratio as between States. Proceeds of Estate duty were 
being provisionally distributed among the States like the net 
proceeds of income tax except that the entire sum, loss the 
portion attributable to the Union Territories was distributed 
instead of 55 per cent as in the case of income tax. For the 
period up to 31st March. 1957, the Commission suggested 
that this provisional distribution he formally ratified by law. 
For the future it recommended that, after retaining one per 
cent in respect of Union Territories, the balance of the net 
proceeds should be nationally allocated between immovable 
property and other property in proportion to the gross value 
of such property brought into assessment in each year, the 
share thus allotted to immovable property being distributed 
in proportion to the value of such property located in State 
and the balance in proportion to the population of the State. 

While proposing a tax on railway-fare in his 1957-58 
budget the Finance Minister had indicated that the entire 
proceeds of the tax would go to enhance the States* revenues. 
According to the basis of distribution worked out by the 
Banthanam Commission, the Centre would retain only one- 
fourth per cent of the railway tax as the share of the Union 
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Territorios, the balanoe going to the States, based on the 
average earnings in each area in the three years preceding 
March 1956. 

The Commission also recommended substantial grants-iri- 
aid for 11 out of the 14 States ; but nnlike the previous 
Commission, it did not favour grants for specific purposes 
(Vide table for summary of rocommendations). 

The total size of the States* Second Five-Year Plan has 
been fixed at Rs. 2,103 crores and they are expected to raise 
resources on revenue and capital account to the extent of 
Rs. 823 crores. In the programme for additional taxation of 
Rs. 450 crores during the Second Plan period, the States are 
required to raise Rs. 225 crores. The Union Finance Minister 
had forewarned that whatever relief Central adjustTiieiits and 
the Santhanam Commission might bring, the States must 
raise additional revenue to cover growing recurring liabilities. 
Not knowing what the Commission would recommend, most 
of the States felt diffident about making fresh tax proposals 
in their 1957-58 budgets, while a few made at least a verbal 
approach to the question by indicating the heads under which 
new or increased revenue would be raised. The tax effort of 
most States during the First Plan, except for Bombay. Assam 
and Rajasthan, fell lamentably short of the targets accepted 
by them ; in quite a number of States, there has been a 
steady increase in the accdmulated arrears of land revenue, 
irrigation rates and loans ; in more than one State, there 
has been an accumulation of losses in the working of trans¬ 
port, industrial and commercial undertakings. Non-develop- 
mental expenditure has increased considerably. These are 
severe complaints made by the Commission and States have 
apparently failed to manage their finances wisely and well. 
Fuller mobilisation of the tax potential and small savings is 
a task which cannot be evaded or deferred by the States any 
longer; nor should they be imprudent or improvident in 
spending what, especially, they get from the centre. 
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Recommendations of the Direct Taxes Administra¬ 
tion Inquiry Committee : The introduotion of the integ¬ 
rated structure of inoome, wealth, expenditure and gift taxes 
has thrown an enormous burden of the Income-Tax Depart¬ 
ment which even normally found it difficult to tackle Income 
Tax administration. Besides, Prof. Nicholas Kaldor felt that 
tax evasion was quite considerable and it was necessary to 
eliminate evasion of taxation and also stop harassment of 
assessoes which has been a frequent complaint. A flvo-man 
committee under the Chairmanship of Shri Mahavir Tyagi, 
M. P. was therefore appointed in early 1908 to go into the 
question of administration of Income Tax Department and 
with the main ohjeotive to devise ways and means for 
eliminating evasion. This Committee, callad the 'Direct 
Taxes Administration Inquiry Committee*, submitted its 
report to the Government towards the end of 1959. 

The Committee has pointed out that any Tax Adminis¬ 
tration must have the twin objective of encouraging the 
honest and punishing deterrently the dishonest. With this 
end in view the Committee has suggested a number of 
amendments to the existing law. 

Among the measures suggested by the Committee are 
setting up of a separate enforcement branch to discover, 
prosecute and punish tax evaders, publication in the gazette 
of names of tax evaders, who are fined more than Bs. 5,000 
penalty, and restricting the scope of present exemption in 
regard to business done by charitable trusts so that big 
business houses do not get the advantage of these provisions 
as at present. Indeed much misuse of such provision has 
been made and evasion continues rampant. 

The Committee has confirmed the widely held view that 
in India tax evasion continues to be of a very high order. Prof. 
Ealdor has estimated such evasion at about Bs. 200 crores, 
though he is known to have told the Committee that he included 
within this figure not only tax evasion but also tax avoidance. 



338 


WJ9LFABB BC0K0MI08 INDIA 


The Oommittee said that it was not possible to estimate 
the amount but they oould only say that the evasion 
was of a high order. Analysing the causes of large-scale 
evasion, the Committed concluded that while there were, 
no doubt, a number of loopholes in the law which enabled 
tax evasion and tax avoidance to be indulged in with 
impunity, the Department also could not be absolved of all 
responsibility. 

The Committee had pointed out that though even the 
existing law contained provisions enabling the launching of 
prosecutions and punishment, of imprisonment, for tax evasion, 
not one prosecution had been launched since Independence. 

In the U. K. every year at least one or two big tax 
evaders are sent to jail and along with them auditors who 
abet such evasion. This acts as a deterrent. In the U S. A. 
too, the practice is the same. In fact, the Federal tax 
machinery has been so vigilant there that some notorious 
criminals like Al Capone, who managed to escape the clutches 
of law for serious crimes, were ultimately caught and 
convicted for tax evasion. The Committee has advocated 
vigorous enforcement of the Law against evaders and their 
being visited with heavy punishment of imprisonment and 
fine. It has further suggested that the job of detecting tax 
evaders and prosecuting them should not be left to the tax 
department, that should be the job of a separate enforcement 
department which should be created. 

If a separate department entrusted wdth this sole job is 
brought into existence, evadors will be prosecuted with vigour 
by the department, at least for the purpose of justifying 
itself. Apart from their failure to prosecute people, the 
Committee is reported to have pointed out that even the 
provisions empowering the levy of penalties up to 150 per 
cent of the evaded tax had not been enforced by the taxation 
authorities against any big tax evader. Barely, if ever, have 
the penalties exceeded 60 per cent of the evaded tax. 
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Tho explanation of the Central Board of Bevenue in this 
regard has not been found adequate enough to merit amend¬ 
ment of the law. The GBR is understood to have explained 
that in tho few cases in which the income-tax officers 
exercised this power and levied heavy penalties, the appellate 
authorities and tribunals have set these aside and reduced the 
penalties to a small figure. Rather than risk such an adverse 
action in appeal, tho ITOs had adopted the safe coui'se of 
levying lighter penalties. The Coinmittee is understood to 
have said that it would be difficult to form any opinion 
merely on tho basis of the limited experience, it believes 
that the Department must use the penal provisions to levy 
deterrent fines in cases of major evasions. If it is later 
found that tho judicial authorities hearing appeals tend not 
to co-operate with the tax machinery in punishing tax evaders 
deterrently, then would be the time to change tho law. The 
law should then bo changed to provide that while tho 
appellate authorities would have power to decide whether 
evasion had taken place or not, they would be unable to 
interfere with tho penalty levied by the ITO. The Depart¬ 
ment should, however, administer tho law witli courtesy and 
sympathy in regard to tho honest assossees. Their statements 
and returns should ordinarily be accepted but should be 
subject to sample checks. If this is done, and if heavy 
punishment is given when evasion is discovered, honesty 
would bo rewarded. 



CHAPTEE XIII 

MONETARY AND CREDIT POLICY 
Monetary and Credit policy was assigned a passive role in 
the process of economic growth under the Classical and Neo- 
Classical economic tradition. The active and positive role of 
monetary policy in securing full employment and economic 
growth is, however, recognised by all modern growth-economists. 
It is being increasingly realised that in an under-developed 
economy monetary and credit policy should have both the 
positive role of assisting economic expansion and the restrictive 
role of regulation and control. To promote capital accumula¬ 
tion, to control inflation and to maintain balance of payment 
equilibrium, Central Banks even in advanced countries, are 
now required to make effective use of credit restraint weapons ; 
they are, moreover, using selective instruments of credit control 
to influence the utilisation of credit along productive lines. 
The task of regulating credit with orthodox weapons of control 
has, however, proved ineffective even in developed markets 
and is, therefore, particularly difficult in the under-developed 
economies. This question will be dealt with in some details 
later on in this Chapter. It is, however, important to point 
out at the outset that the Banking System can only provide 
an institutional framework for the growth of deposits but 
cannot create the basic conditions of economic development. 
Again, the Central Bank in a growth-oriented economy cannot 
have any independent monetary policy of its own. Monetary 
control has to accord with the objectives of planned develop¬ 
ment and the basic policies of the Government. It has 
necessarily to operate within the framework of the fiscal and 
other policies of the Government. But with the Government’s 
partnership and public co-operation, the Central Bank can, 
by a wise monetary policy, ensure successful implementation 
of its responsibility for assisting economic expansion consistent 
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with control and through the maintenance of monetar^^' 
stability, can oiiBure general economic stability as wolh 

Unlito the industrially advanced countries, where the 
emphasis of monetary policy is generally on the regulatory 
aspect, monetary and credit policy in India has in recent 
years been one of controlled expansion based on the twin 
considerations of assisting economic growth and restraining 
inflationary pressures. A development programme of the 
magnitude now attempted in India cannot but release 
inflationary pressures and monetary policy has obviously to 
be BO oriented as to prevent these pressures from jeopardising 
development. At the same time, the developmental aspect 
—that of assisting economic expansion in desirable directions 
—cannot be neglected^ Thus the dilemma before the monetary 
authorities in India today is, as the Governor of the Beservo 
Bank recently put it : the very considerable developmental 
expenditure which is not immediately productive on the great 
river projects, the power schemes and the steel plants is 
generating au upward pressure on the prices of consumers, 
and it is of the utmost importance to regulate the supply of 
credit so as to check this pressure. At the same time, 
BufGcieut finance has to be provided to meet the growing 
needs of the economy, without which the private sector would 
not be able to achieve the necessary expansion of investment 
and output to match the investment in the public sector. 
Up to now the very pace at which we have been drawing 
down our foreign balances has been exerting a disinflationary 
effect, but we are reaching limits in that direction, and the 

1. Dr. S. K. Basu (Objectives of Central Banking Policy in under-developed: 
Countries. Economic AffavrSt September, 1956, pp. 115 to 120) is of tbe 
opinion that while in practice there need not arise any serious conflict 
between the objectives of economic stability and economic growth, one 
diould bo careful in recommending economic growth to be made obligatory 
upon the monetary authorities in au under-developed economy oharacterised 
by constant threat of inflation. 

16 
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inflationary implications of the development programme have 
become correspondingly greater. In such a situation, the 
purely commercial activities of holding essential commodities 
tend to acquire a disproportionate premium and to attract an 
unduly large share of the available resources of credit. It 
follows that in some sectors of the economy, credit must be 
provided in increasing measures; in some others, it has to 
be restricted and it would not matter if it became more 
expensive. 

We shall deal, first, with credit policy as it has been 
evolved over the years since the beginning of the First Five- 
Year Plan and then with the more important aspects of 
Commercial Banking. In the wake of development planning 
and consequently of an expanding economy, the prospects of 
commercial banking activity in India are distinctly bright. 
A new and enlarged class of asset holders and savers is 
likely to emerge as horizontal diffusion of rising incomes takes 
place due to expected increase in per capita income and as 
equitable distribution of national income gathers inomontum. 
Banking activity must of necessity provide adequate service 
to promote thrift and banking habit to this new clientele, mop 
up surplus funds and regulate the return journey of the 
money incomes. Banks arc moreover expected to bring out 
and activise spare and hoarded funds which may otherwise 
remain idle or unutilised. These functions postulate a vast 
amount of field work and imagination for promoting banking 
habits and in providing assistance to those who need credit 
for productive purposes. 

Weapons of Credit Control : By credit policy wo under¬ 
stand measures to regulate and control the demand for and 
supply of credit in a banking system. The instruments of 
credit policy may be undertaken b}' the Oontral bank of the 
country and the banking system simultaneously, or in some 
cases, the Central bank merely initiates certain measures to 
be followed by the banking system, depending upon the results 
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to be achieved. The credit Oontrol measures at the armoury 
•of the Central Bank include the following : 

(1) Variations in the bank rate known as the Bank rate 
or the Discount rate policy ; 

(2) Open market operations ; 

(3) Variations in cash reserves ; 

(4) Variations in the liquidity ratios of commercial banks, and 

(6) Selective and direct methods of credit control. 

These measures could be described as the accumulated 
wisdom of the monetary and banking experience of various 
countries. The banking practices and institutions of no two 
countries are alike. The emphasis given to these instruments 
varies between different countries at the same time and in 
the same country at different times. 

Three-dimensional approach in India : Until recently, 
credit control in India has been three-dimensional : mani¬ 
pulation of the bank rate, change in the reserve ratio and 
selective control. 

(I) Bank Rate Manipulation : The manipulation of the 
Bank rate is one of the most important monetary tools of 
quantitative credit control which the Besorve Bank of India 
can use for regulating commercial bank credit, the general credit 
situation and for controlling inflation. The Beserve Bank has 
raised the bank rate by successive stages from 3 to 4%. In 
November 1961, the Beserve Bank raised the bank rate from 
8% to 3^%. This step coincided with the downward phase of 
the Korean Boom. Speculators and hoarders began to release 
stocks and the Beserve Bank assumed a firm grip over the 
volume of money supply in the country. 

The bank rate was again raised from 3i% to 4% in May 
1957. Coming simultaneously with the presentation of the 
Central Govornmeni; Budget, this ^'aising of the Bank rate 
had both budgetary and money market significance. Taxation 
proposals contained in the budget was oriented to the finan¬ 
cial requirement of the Seooud Plan. The raising of the rate 
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of excise duty together with the other measures for sub¬ 
stantially augmenting tax and non-tax revenue was expected to 
release a fresh bout of inflationary pressures and the higher 
bank rate was the obvious answer. There was of course 
another reason why the bank rate was raised to 4%. Since 
February, 1957, the ‘lending rate* (the rate chargeable to 
scheduled banks obtaining credit from the Beserve Bank 
either against Government securities or against usance bills) 
stood at 4/0 while the “borrowing rate’* (the interest borne by 
Government on their created money, or the ad-hoc treasury 
bills sold in favour of the Reserve Bank) continued at 3ir%- 
By raising the bank rate the Beserve Bank thus put the 
“borrowing rate” on par with its “lending rate” so as to 
achieve a stable relationship with all other rates. 

However, there are certain factors which reduce the 
efficacy of hank rate changes in India. For example, the 
position of Government securities is somewhat unique. The 
variations are considerable in volume in relation to the total 
quantum of securities, stocks and shares and commercial bills 
that circulate in the economy, with the consequence that any 
substantial change in the value of Government securities 
imposes a much larger strain than in countries which are 
industrially and commercially more advanced. Again, an 
increase in the bank rate has the effect of increasing the cost 
of Government borrowing. And in view of the heavy 
programme of Government borrowing during the Plan period,, 
the cost of such borrowing has to be kept at a minimum.. 
It may also result in higher prices as a borrower who is in & 
position to pass on his increased cost in increased prices, will 
not be deterred by high bank rate. Further, a curtailment 
in the supply of money may slow down the increase in the 
national wealth, and may also increase the national debt, 
particularly the floating debt*. The problem is, therefore, one 

2. The bank rate as a monetary weapon, Niall Macdormot (Eeonomia 
Digest, December 1957 p. 346) 
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of oombiniDg the various credit control techniques to optimum 
advantage. And this is exactly what the Reserve Bank has 
been trying to do in recent years. 

(II) Variable Reserve Ratio : The technique of 
variable reserve ratio is another potent weapon by which 
Central banks can impose quantitative credit control. This 
involves manipulation of the minimum cash reserves which 
the scheduled banks are required to maintain. The Reserve 
Bank Amendment Act of 1956 has vested the Bank with the 
authority to change the reserve ratios of scheduled banks 
from 6 % to 20% in respect of demand deposit and from 2% 
to 8% in respect of time deposit. In addition, the Reserve 
Bank may also require, under special circumstances, the 
scheduled banks to keep additional reserves up to 100% 
against any increase in deposits, accruing to them after a 
certain specified date. As events have shown, the provision 
for the effective application of the variable reserve ratio 
technique is meant to serve as a basic weapon in an all- 
comprehensive credit control policy. 

(III) Selective Control : The selective methods of 
credit control are often described as qualitative methods, in 
contrast to the methods like the discount rate and open 
market operations which are quantitative. The basis of this 
classification is not quite clear because a quantitative control 
also involves certain considerations of quality. To emphasize 
the differentia, selective credit controls look to the purpose 
for which credit is granted. Selective controls are much 
more elaborate and give almost a free band to the central 
bank to design new weapons to suit new situations. 

Tho selective method of credit control, as would be clear 
from its basic character, has assumed a variety of forms in 
different countries”. Being so wide in their scope they can 

3. Those include seleotive use o! reserve requirements, import pre* 
deposit requirements, screening of bank loans, regulation of oonsumer 
instalment credit and control over stook market and real estate credit. 
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be adapted to different monetary and market eituations, and 
as suoh, it is usually ari^ued that they can he, with advantage, 
used in countries whose money and capital markets are relatively 
underdeveloped. There is some validity in this arj;ument but 
even for these methods to be applicable to the whole economy 
a well-knit system of money and credit is necessary. Further, 
the comment offered on the policy of discount rate and open 
market operations is applicable to selective methods also. 
These by themselves are not sufficient and wore, in point of 
fact, designed to work as adjuncts to the other quantitative 
measures of credit control. Often the administrative difficul¬ 
ties in operating selective controls are baffling. Screening of 
credit and verification of whether the credit is used for the 
same purpose for which it was granted is bound to raise 
difficult issues for the authority. Division of economy in 
terms of productive and unproductive sectors or of borrowing 
in terms of essential and non-essential or speculative and 
non-speculative nature cannot be maintained consistently in 
practice. Even the Central Bank directives, which happen to 
be a typical expedient variety of such controls, are bound to 
create an iniquitous position in treating various commercial 
banks. That these are practical difficulties will be evident 
from the Indian experience. 

Selective Credit Control in India first showed itself in the 
directive from the Beserve Bank in May 1956, that scheduled 
bank credit against foodgrains should, in view of the specu¬ 
lative interest directed to this commodity, be curtailed. A 
few months later in September, there was again an occasion 
for the Beserve Bank to advise the Banking System that its 
advances in another sector, cotton textiles, should he reduced. 
Meantime, flexible monetary control had also the aspect in 
which not restriction but liberalisation of credit was called 
for. To this end, on the eve of the 1956-57 busy season, 
the Beserve Bank made it known that the needs of the busy 
season must be within the capacity of the Banking system. 
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Sinoe May 1956, the Beserve Bank issued seven directives of 
which only one related to a non-food product, viz. cotton 
textiles. There was full compliance with two directives, 
virtually no compliance with three directives and partial com¬ 
pliance in the remaining cases. This comparative failure 
occurred because the Beserve Bank did not make full use of 
its powers. The technique used evolved in stages. Starting 
from mere request for restraint, the Beserve Bank fixed 
margins on particular types of advances, imposed other 
quantitative restrictions and introduced discrimination as 
between different regions and branches. 

The failure of the banks to obey the directives was due 
to the difiQculty of reducing accommodation to so many 
customers spread over the country. A time-lag has been 
common even where there was compliance. Traders have 
been able to obtain funds from banks against other securities. 
There is no evidence that they turn to non-scheduled banks 
and no information is available about indigenous bankers^. 

While therefore the Beserve Bank policy is geared to 
planning in ensuring the supply of resources for production, 
and prohibiting the availability of credit for speculation— 
there are certain factors which reduce the effectiveness of 
selective controls in India. In the first place, the effective* 
ness is limited by the amount of finance that is available 
from other sources such as non-scheduled banks, co-operative 
banks and money-lenders. Although the total resources of 
these agencies are small as compared to those of scheduled 
banks, they assume considerable importance in a period of 
credit squeeze and tend to partly neutralise the efforts of 
the Beserve Bank and Scheduled Banks. There is then the 
purely administrative difficulty experienced by Scheduled 
Banks—that of exercising detailed control over scores of 


4, Soleotive Oredit Gontidl ; The Indian Experiment. Dr. S. N. Sen^ 
ArthaniU, (2). 1, November 1958, pp 40 to 61. 
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branches located in widely separated parts of the country 
with divergent economic conditions and credit needs. The 
withdrawal of a line of credit, even at some notice, inevitably 
imposes a certain degree of hardship. Finally, the operation 
of selective control in India has thrown up a new problem 
of varying its incidence regionally, apart from its incidence 
on the volume of credit for the country as a whole. It has, 
moreover, been found that if selective control is to succeed, 
some control over the total credit by the banking system is 
inescapable. 

The reorganisation of credit policy and the adoption of 
modern techniques in banking practices are essential catalytic 
agents in raising the levels of production and consumption. 
The increasing pace of deposits held by banks in India 
requires that profitable outlets for bank investments should 
be found so that they may serve the needs of planning. In 
this connection, the technique of consumer credit should 
receive primary attention in the reform of present lending 
policy. ConsnmoT credits offer unique advantages and 
enables the middle class, as in the U. S. A., to provide for 
their comfort immediately and without waiting for the 
accumulation of savings. With a drive for increasing produc¬ 
tion, consumer credit represents new effective purchasing power, 
which will sustain the tempo of production from Plan to Plan. 

Trend of Commercial Banking ; In the eight years 
that have gone by since India launched on planned develop¬ 
ment, the Indian Banking system has been put to hard test. 
As we review the performance of Indian Banks during those 
years, we shall find how their resources have increased as 
a result of the gradual monetisation of large sectors of the 
economy and how they are adjusting themselves to the new 
tasks of financing industry and trade under India’s Five-Year 
Plans. 

Since India's First Five-Year Plan was launched, there 
has been a very encouraging increase in bank deposits, indi- 
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mating the general spread of banking habits among the people 
and the effort of the banking system in mobilising savings in 
the context of expanding money income. The deposit base 
has been expanded by tbe establishment of more bank 
branches. The State Bank in particular, has gone in for 
vigorous branch expansion. 

However, banking costs too have of late increased. The 
Heserve Bank’s latest report on the trend and progress of 
banking in India has suggested that Indian banks might find 
it worthwhile to undertake cost studies of services provided 
•customers and work out a schedule of charges based more 
‘Closely on the costs of specific operations. It should, however, 
be emphasised that the spread of banking habits among the 
people would depend on the provision of cheap and efficient 
services and in their bid to rationalise service charges, banks 
•should bear this in mind. 

Bank Finance for Industry : Tbe First Five-Year Plan 
was agriculture-oriented. Hence the disbursements of Govern- 
4nent were widely dispersed and that too in unbanked regions 
and in favour of small and new entrants to the earning 
•class. Naturally, therefore, such expenditures tended to get 
lost in the unmonetised sector of the economy. Moreover, 
-in the wake of the Korean Commodity boom, India's imports 
daring 19S1-52 were particularly heavy. The large import 
surplus arising from inflationary pressure exerted a contrac- 
tionist influence on hank deposits. The advances of scheduled 
banks also showed a contractionary trend, because, on the 
•one hand, industrial production in the private sector had not 
significantly improved by 1953 and because, on the other 
hand, the fall in commodity prices during this period resulted 
in a smaller quantum of financing being necessary. By the 
first quarter of 1953 funds representing Government disburse¬ 
ments in the early years of the plan started coming back to 
the banking system. Industrial production was also headed 
steeply upwards and it was daring this period that bank 
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advances which traditionally arc meant to bo Bhort-ternj 
accommodation, came partly to he utilised for the medium 
term purchase of plants and machinery. 

In 1954 the Shroff Committee pointed out that “Joint 
Stock Banks in India play a vital role in the finance of 
industries, though, in consonance with the practice of 
commercial banks, their industrial advances are, as a rule,, 
confined to the provision of working capital*'. It further 
pointed out that “If the banks are to fulfil the target, 
indicated in the Pian, we consider it an essential pre-requisite 
that there should be a substantial expansion in their 
resources”. Between 1953 and the beginning of 1956 favour¬ 
able balance of trade contributed to an improvement in Bank 
Deposits, but the magnitude of the rise was insufficient to 
cater to the expansion both in advances and gilt-edged 
investments. The expenditure of nearly Bs. 2000 crores by 
Government on the First Plan notwithstanding, the rise in 
Bank Deposits over the First Plan period worked out at lesa 
than 150 crores. 

The most important phase of the development and 
expansion of banking started from the beginning of the- 
second quarter of 1956 and can be seen to be continuing at 
the present time. This phase is characterised by a much 
greater rise in deposits as compared with the expansion in 
advances. For particular reasons, this accumulation of addi¬ 
tional resources, rendered surplus because advaucos did not 
rise proportionately, was responsible for transforming the 
gilt-edged market which, until then and from the time that 
the bank rate had been raised in 1951, bad been in a 
lassitudinouss rate^. The following table shows the available 
bank resources for investment since 1951 to 1958. 

Out of the total advances made by banks for all purposes 
amounting to Rs, 579.8 crores on December 31, 1951, the 
advances made to industry came to Bs. 194.3 crores, which 

5. Indian Finance, Banking Supplement, August 1959. 
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comes to 33.5 per cent of tho total. There have been 
variations in the total made to industry from year to year, 
but the broad general trend is towards an increase. The 
following table shows the sectorwise distribution of advances 
as well as the sectorwise origin of deposits : 

TABLE I 


(Bs. crores) 


Year 

Net 

deposits 

Bank 

Advances 

1 

1 

%of 

advances 
to net 
deposits 

1 Beservo Bank's 

1 advances to 

1 Scheduled banks 
under Section 
17 (4) A and 0 

i Cash in j Excess of 
hand and j Balance 
! balance i over 
' with Re- ' statutory 
iservo Bank tninimnm 

1951 

798.2 

515.7 

64.6 

76.6 

96.4 

22.9 

1952 

791.6 

454.4 

57.4 

245.7 

86.0 

18.3 

1953 

804.4 

451.5 

56.1 

195.5 

77.9 

12.9 

195i 

886.2 

611.7 

57.7 

386.2 

85.0 

17.1 

1955 

975.7 

598.6 

60.8 

425.4 

86.2 

14.4 

1966 

1,052.5 

744.9 

70.8 

903.8 

87.7 

10.1 

1957 

1,297.5 

819.5 

63.2 

786.6 

112.0 

26.5 

1958 

1,502.1 

893.3 

59.5 

390.6 

123.1 

80.4 


TABLE II 


(percentage to the total) 


Year 

Advanoes 

Deposits 

Industry 

% 

Commoroc 

% 

Manufaotur -iTrading iPcrso]&l| Government 
ing concerns concern si % | & qnasi- 

% % 1 ' Government 

1 ! ^ % 

1951 

83.5 

52.8 

6.0 

19.6 

46.9 

— 

1952 

86.1 

46.7 

5.3 

18.9 

47.0 

7.6 

1953 

84.5 

49.2 

5.4 

18,5 

47.1 

7.9 

1964 

34.3 

49.9 

5.4 

18.0 

45.0 

9.3 

1965 

34.3 

50.1 

6.0 

17.4 

44.3 

7.7 

1956 

38.5 

47.5 

5.9 

15.9 

45.4 

10.4 

1957 (Oct.) 

48.6 

42.7 

6.4 

11.7 

41.1 

16.7 

1958 (Oot.) 

47.9 

37.6 

— 

— 

— 

— 


The above figures show that though the total amount of 
advances made by scheduled banks fell by about Bs. 60 
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isrores between October 1957 to October 1958, the amount 
lent to Industry for short-term needs rose by about Rs. 15 
croros and the porcentase of advances to industry also rose 
appreciably from 43.6 to 47.9. During the same period, 
the total amount lent to commerce fell from Bs. 375.9 
crores to Us. 312.5 crores and the percentage of total advances 
for commerce felt from il2.7 to 37.6. This indicates that 
banks are lending money for short-term needs for productive 
purposes. 

Need for term and equity lending : The Indian 
Banking System, developed as it has been on the British 
model, has so far undertaken only safe types of lending. In 
the kind of industrial development India has embarked on 
Banks have to take bold steps in developing term-lending to 
assist; industrial progress. It may be recalled that even the 
Shroff Committee pointed out that in view of the absence 
of a capital market in the country in the real sense of 
the term, commercial banks had to take an active part in 
the medium and long term financing of industry, both 
by providing equity capital and long terra loan capital. 
In other words, mixed banking which was prevalent in the 
continental countries before 1929-33 and still continues in 
a number of them was advocated. This was also the 
view expressed by some witnesses before the Indian Central 
Banking Enquiry Committee. In the United States even 
an unknown person with a sound industrial scheme can 
obtain credit assistance from a Bank or a group of banks ; 
and oven technical assistance is given to a prospective 
industrialist to improve upon his scheme. In Germany 
also Commercial Banks play a vital role in providing long-term 
finance to industry. 

Since the Central Banking Enquiry Committee recommended 
the German model of Industrial Financing for the Indian 
Banking system, it would be plausible to briefly sketch the 
main features of Joint Stock Banking in Germany. German 
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Commercial Banks provide industrial finance in three ways : 
Firstly, an industrial concern has a current account connec* 
tion with its bank. It is diiferont from the current account 
in India or in England and the Customer is some time in 
debt to the Bank and at other times he has a balance to his 
credit. What is important is that an averaf*o German firm 
uses the current account balances not only for providing 
itself with the working capital but also for supplying block 
for extensions in anticipation of recourse to the investment 
market. Generally, one concern has an account with one 
bank. 

Secondly, German })anks under-write the issue of initial 
capital, which they sell to the public subsequently or advise 
their customers or banking firms related to them to purchase 
them. It is common for several banks to form consortium 
and pledge themselves to accept a certain portion of the issue. 

The investment of German banks in industrial securities 
has never been a long-term investment, but it was resorted to 
merely as a safe and liquid investment for part of the bank’s 
resources in first class securities. Circumstances arose in the 
depression period when the banks were compelled to hold the 
securities indefinitely. Such a situation is, however, in¬ 
voluntary and incidental. As the Indian Central Banking 
Enquiry Committee pointed out, *'Froiii the bank’s point of 
view its participation in the promotion of new industrial 
companies is considered useful for acquiring business connec¬ 
tions or extending the bank’s influence”^. 

The Central Banking Enquiry Committee recommended 
that (i) well established Commercial Banks carrying on 
ordinary commercial banking business on the safest line might 
usefully follow the German model ; and (ii) banks in India 
might also follow the German practice where ‘"German banks 


$, Joint Stock Banking in Germany^ P. B. Whalo. 
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delegate a member of their management to act on the board 
of supervisors of companies with which they have business 
relations in order to maintain a close connection with those 
companies". The Oommittoe also recommended the appointment 
of local advisory committees in banks to create a sympathetic 
attitude on the part of banks towards industrial concerns. 

When representatives of industry suggested to the Shroff 
Committee that banks should make greater finance available 
to meet their long term requirements, bank representatives 
replied that they could provide long-term finance against fixed 
assets, “provided such advances can be made eligible for 
borrowing from the Reserve Bank of India". 

The Shroff Committee pointed out in this connection that 
“in the general interest of the credit structure of the country 
it does not appear to be desirable to encourage a tendency 
on the part of banka to lean on the Reserve Bank for 
providing liquidity against these advances which they make 
on their own judgement and initiative". It did not, however, 
preclude “advances of a medium or long-term character 
provided individual banks are satisfied in their own judgement 
that such advances are for moderate amounts in consonance 
with ordinary banking prudence and are also consistent with 
maintenance of liquidity**. 

The Shroff Committee recommended that banks should 
endeavour in an indirect manner to make increased finance 
available for the private sector even with their existing 
resources in the following ways : 

(l) Leading banks under the guidance of the Imperial 
Bank of India (now the State Bank of India) could form a 
consortium or syndicate for under-writing or investing in 
issues of shares and debentures of industrial companies on 
being satisfied about the soundness and prospects of the 
projects. Even if they invest 5 per cent of their deposits in 
this way, they can provide even now about Bs. 85 crorea for 
this purpose, which till now would be more than the total 
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iinderwriting business done by the recently set up institutions 
in the country like the I.P.O., the State Financial Corpo¬ 
rations, etc. 

In this connection it may be pointed out that commercial 
banks can take to underwriting of industrial securities in 
oo-oporation through consortiums in which the L.l.C. and 
other institutions can also play an important part. 

( 2 ) Banks can purchase the shares and debentures of 
first-class industrial concerns on being satisfied regarding their 
transferability and marketability and they can make larger 
advances against such shares and debentures to approved 
parties. They can do so to the extent of their owned funds 
consisting of jjaid-up capital and reserve funds, which stood 
at Rs. 7G.3 crores as on the last Friday of 1958. 

(3) The banks can subscribe to a larger extent to the 
securities issued by the Industrial Finance Corporation of 
India, the State Financial Corporations and the Corporations 
of a similar character. Such securities are now eligible for 
loans under Section 17(4) of the Reserve Bank of 
India Act.^ 

Role of the Refinance Corporation : Reference may be 
made in this connection to the setting up of the Refinance 
Corporation which was registered in June 1958 as a private 
limited company under the Indian Companies Act, 1956 to 
augment the resources available for the use of medium-sized 
industrial units in the private sector through established 
banking channels. In other words, the role of the Corporation 
is that of a catalytic agent to make Indian banks effect 
reorientation in their approach to industrial development. 
Shares of the face value of Rs. 12.50 crores were issued to 
the Reserve Bank of India (Rs. 5 crores), the State Bank of 
India (Rs. 2.30 crores), the Life Insuiance Corporation 

7. Bank Finance and Industry, Dr. K. K. Sharma, Hindustan Standard, 
Delhi, October 6, 1959. 
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(Bs. 2. 50 crores) and 14 large scheduled banks (Bs. 2.70 crores^ 
on which 10 per cent was paid on application and a further 
10 per cent on allotment. The Government of India 
agreed to place with the Corporation a sum of about Bs. 26 
crores as an interest bearing loan of 40 years. This 
represents the counterpart funds arising out of the sale 
proceeds of the agricultural commodities supplied to India 
under Indo-U. S. Agreement. Out of this amount, a sum of 
Bs. 0 crores was borrowed by the Corporation in the first 
year and it granted refinance worth Bs. 178 lakhs. Loans 
are eligible to those concerns whoso paid-up capital and 
reserves, excluding reserves for payment of taxes and normal 
depreciation reserves do not exceed Bs. 2j crores. The 
maximum amount of loan to any one borrower is not to^ 
exceed Bs. 50 lakhs. The Corporation grants refinance 
facilities through the member hanks whose initial quotas have 
been fixed but which are to be reviewed from time to time. 
The period for which these facilities are available varies 
between 3 to 7 years. 

While addressing the first annual general meeting of the 
Befinance Corporation, Shri II. V. B. longer, the Govenior 
of the Beserve Bank of India, expressed the hope that the 
facilities made available by the Corporation would enable 
Indian banks to introduce some 'needed alterations' in the 
methods of lending so as to provide on larger scale, longer 
term loans to industries. It may, however, be mentioned, 
that banks in India have since the Corporation’s inception, 
been somewhat sceptical as to whether they would need 
refinance on a considerable scale, whether it would be 
profitable for them to go to the Befinance Corporation and 
whether the terms and conditions of the Corporation are not 
unduly rigid and deterrent. Shri longer emphasised that the 
Corporation has merely laid down certain criteria such as 
the types of industries and concerns which are eligible for 
assistance, the period and purpose of loans and the maximum 
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amount of loans 'which mi^ht be given to any one unit. 
Apart from these, it is left entirely to the initiative and 
judgment of member banks to decide to which units loans 
must be extended, the types of security to be taken on the 
tests of creditworthiness which banks may set for the 
borrowing units. The fact that a particular industrial unit 
has to have its proposal screened by a member bank as well 
as by the Corporation and that a loan has been extended to 
it would create confidence in the minds of potential investors 
and thus enable the unit concerned to raise further resources 
in the form of equity or preference capital or debentures. 
While the progress made by the Refinance Corporation has so 
far been modest, it is bound to make its existence felt when 
the investment situation improves and banks begin to 
appreciate the concept of refinance. 

Other Institutions : If the outlay under the third 
Five-Year Plan amounts to Bs. 10,000 crores as is being 
presently talked, not less than 3,000 crores will be earmarked 
for industries and for the private sector. Therefore, much 
will have to be done by way of providing finance for 
industries by other institutions such as the Industrial Finance 
Corporation, etc. by way of underwriting and provision of 
long-term loans. The various terms under which loans are 
advanced and creditworthiness is judged will have to be 
modified so as to fall in step with the needs of an accelera¬ 
ting economy. 

An organised issue market or bill market has not yet come 
into existence in the country. Thus the existing institutions 
will have to take up as much underwriting and promotion 
as possible. The role of the Befinanoe Corporation and the 
Reserve Bank will have to be crucial in this connection.. 
Commercial banks must enter to a larger extent into financing 
long-term requirements and a certain departure from past 
methods. They should broaden their conception regarding 
creditworthiness, but to enable them to do so, industries 
17 
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should also develop the practice of one concern one bank to 
enable the banks to play their part in a broader manner for 
industrial iSnance. Banks have to examine the technical 
viability of the projects. This broadening of functions will, 
however, be rendered possible only with the help of the 
Befinance Corporation, the I. F. G. and the Beserve Bank of 
India. Commercial banks can extend their scope of activity 
along the lines suggested in the above pages. 

Further, the Beserve Bank should also assist them by 
evolving a scheme for re-discounting schemes not only for 
agricultural and trade operations but also for industrial 
activities. The practice of drawing bills for industrial 
operations should be encouraged by the Beserve Bank of 
India. Banks can also add up industrial finance departments 
through the encouragement of the Beserve Bank of India. 
These industrial finance departments of bigger banks can 
serve as agencies of the special finance corporations that 
have been recently set up in those places where these 
Corporations do not have branches of their own. 

In this respect, discount companies of indigenous bankers 
may be formed and discounting of bills of indigenous bankers 
should be encouraged by commercial banks. The indigenous 
bankers may be encouraged to draw long-term bill for 
providing finance for industries. Such bills bearing the 
endorsement of commercial banks on prudent banking practices 
may be re-discounted by the Beserve Bank of India for a 
period of 3 to 7 years in the first instance. 

Prospects : Banks to-day, by virtue of the pace at which 
their resources are being added to in various ways, are in 
a position of strength. The banking system can, therefore, 
borrow from strength ; and borrowing from strength implies 
that interest offered is reduced.® It appears that the banks 

8. The K'een bidding for Dapodts continued lato into 1058 but there 
was no significant increase in the earnings from Advances j and establish¬ 
ment charges, by dint of a steady branch expansion programme, ware 
going up. 
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'Will have no problem in meeting the les^itimate demand for 
financing industrial development in the foreseeable future ; 
but it will be of supreme importance for them to keep a tight 
check on the expenditure incurred, on the one band, in the 
form of interest paid on Deposits and on the other band, 
with respect to establishment charges.^ 

The State Bank of India : The State Bank of India 
was constituted and established on July 1, 1955, in pursuance 
of the provisions of the State Bank of India Act 1965, 
enacted by Parliament to transfer to it the undertaking of 
the Imperial Bank of India, The stop was taken mainly for 
the extension of banking facilities on a large-scale throughout 
the country. The Committee of Directors of the All-India 
Rural Credit Survey had suggested, among other measures, 
the creation of **one strong integrated State-partnered com¬ 
mercial banking institution, with an effective machinery of 
branches spread over the whole country, for stimulating 
banking development by providing vastly extended remittance 
facilities for co-operative and other hanks, and following a 
policy which would be in effective consonance with national 
policies adopted by Government, without departing from the 
•canons of sound business". For this purpose the Committee 
recommended the establishment of the State Bank of India, 
by taking over effective control of the Imperial Bank of 
India, and integrating it with ten State associated banks. 
The State Bank of India Act was the first step in tfie 
implementation of this reGommendation. 

There was wide-spread apprehension at the time of the taking 
over of the Imperial Bank by the State that this was the first 
step towards nationalisation of the banking system. It was 
suggested that the Imperial Bank of India fill too large a 
place in the total picture of commercial banking in the 
country to be directed to other purposes without the provi- 

9. Indian FinancSi Banking Supplement, August 1959, p. 2. 
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Sion of a substitution. Subsequent events, however, proved 
that all these apprehensions were unwarranted and that the 
State Bank largely served the purposes for which it was 
brought into being. The manner in which the Banks* 
business has been conducted since nationalisation, have 
removed all grounds for misgivings about the management 
of the Bank. 

It was feared by some that» after nationalisation, the 
Bank’s credit policy would be biassed in favour of the public 
sector and, consequently, its finance to private trade and 
industry would contract. It is a fact that the Bank’s 
contribution to the financing of institutions in the public- 
sector has increased since 1955. The limits sanctioned by the 
Bank to institutions in the public sector amounted to about 
Bs. 29.4 crores in 1955 ; they were about Bs. 41.3 crores in 
1953. However, the volume of credit given to the private 
sector also has risen during this period, both absolutely and 
also as a percentage of the total credit. Deducting from the 
December-end figures of total credit the monthly average of 
credit to public sector, we find that, at the end of 1955^ 
Bs. 85.0 crores out of Bs. 99.6 crores, or 85.3 per cent., and» 
at the end of 1958, Bs. 144.3 crores out of Bs. 166.1 crores, 
or 86.9 per cent., were advanced to the private sector. The 
Bank has, in fact, been endeavouring to meet the increased 
demand for credit from whatever quarter it comes. Betweea 
July 1955 and July 1958, the Bank’s advances (including 
bills) increased from Bs. 103.7 crores to Bs. 175.4 crores, 
and during the current busy season to Bs. 199.9 crores, or 19.6 
per cent, of the total advances of all scheduled banks in 
India. 

A purpose-wise classification of the total credit granted 
by the Bank to different borrowing groups, such as commerce, 
agriculture, personal and professional and others, indicates- 
that the advances granted to industry have risen continuously 
from Bs. 68.1 crores in June 1955 to Bs. 113.7 crores in 



MONBTABY & CBEDIT POLICY 


261 


October 1958, while advances to commerce have declined 
from Bs. 24.5 crores to Bs. 19.4 crores during the same 
period. Advances to industry, as a proportion of the total 
advances of the Bank, have increased from 66.7 per cent, to 
71.7 per cent., while advances to commerce have declined 
from 22.0 per cent, to 12.2 per cent, during the same period. 
Advances to agriculture have risen from Bs. 0.4 crore to 
Bs. 0.8 crore. Personal and professional as well as other 
s.dvances have shown relatively minor variations. 

Within the private sector, the Bank has been making 
special efforts to meet the credit needs of some hitherto 
neglected sectors, such as small-scale industries and agricul¬ 
ture. Becognising the special need of small-scale industries 
for credit facilities, especially in the context of the role 
assigned to them under the Second Five Year Plan, the 
State Bank initiated in 1956 its pilot scheme for the provi¬ 
sion of co-ordinated credit to small-scale industries at 9 
centres. The number of these pilot centres rose to 36 in 
1957, and to 53 in 1958. The credit limits sanctioned (for 
working capital) by the Bank under the scheme rose from 
Bs. 10.7 lakhs in 1956 to Bs. 80.3 lakhs in 1957, and further 
to Bs. 237.4 lakhs in 1958, the number ! of accounts rising 
from 25 in 1956 to 139 in 1957, and further to 696 in 1958. 

The Bank has liberalised its lending procedures in favour 
of small-scale industries, so as to provide working capital to 
them against almost all commodities, so long as the product 
turned out by them has an assured market. Clean accommo¬ 
dation is also granted to a limited extent against guarantees 
of third parties. Working capital is made available in suitable 
cases against fixed assets, and against the capacity to produce 
goods on specific orders. The scheme, with these liberalisa¬ 
tions in procedures, has been extended to all the branches 
of the Bank with effect from January 1, 1969. The Bank 
has also agreed to act, at pilot centres, as the agent of 
State Financial Corporations in their dealings with small- 
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scale indnsferies. Two such agreements have been entered 
into by the Bank—one with the Bombay State Financial 
Corporation and the other with the West Bengal Financial 
Corporation.^*^ 

Rural Finance and the State Bank : Financing 
agriculture and co-operative societies is another sphere where 
the role of Indian commercial banks has not been significant 
so far, but where again there is an urgent need and consider¬ 
able scope for new approach and new practices. The 
principal credit problems of our rural areas are too well- 
known to be re-stated. Broadly speaking, they are the 
elimination of the causes for the cultivator's continuous 
retrogression in his debt position and the establishment of a 
sound creditworthy demand for production loans, mobilisation 
of rural savings and, finally, the determination of the most 
effective means for distributing the credit supply. 

Extension of commercial banking in the rural areas has 
been retarded by the lack of warehousing, remittance and 
marketing facilities and whatever little bank credit percolated* 
remained restricted to large producers of commercial crops of 
farm dealers who could produce warehouse receipts and other 
securities. Consequently* the professional moneylender, with 
his firm grip over the processing and marketing of agricul¬ 
tural products, still reigns supreme in the sphere of India's 
rural credit, despite his exorbitant interest charges. The 
All-India Bural Credit Survey Committee observed : *‘The 
present flow of funds, as is being supplied by the different 
agencies, falls short of the right quantity, is not of the right 
type, and judged by the criterion of need scarcely goes to 
the man who needs it." 

It may be recalled that the Bural Banking Enquiry 
Committee which was appointed in 1990 recommended an 

10. State Bank of India, P. 0. Bhattacharya ; Commerce & Industry, 
September 1969, pp. 74—75. 
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extension of oommeroial banking in rural areas to ensure an 
adequate flow of credit and help mobilise rural savings for 
productive use. The All-India Eural Credit Survey Committee, 
however, felt that such extension of banking facilities in 
rural areas was impossible without adequate State control 
and assistance. 

While the supply of direct finance to agriculture may not 
be a suitable sphere for a commercial bank to enter, a natio¬ 
nalised institution such as the State Bank, with a potent 
machinery of the network of its branches, has decided to 
meet, and has become responsive to, the financial needs of 
agricultural co-operatives. The Bank has been extending special 
facilities to co-operative institutions in the matter of advances 
against Government securities, advances against re-pledge of 
goods, purchase and collection of cheques and bills, and 
purchases of and advances against the debentures of land- 
mortgage banks. The total limits sanctioned by the Bank to 
co-operative banks against Government securities have risen 
from Rb. 5.1 crores in 1955 to Rs. 10.2 crores in 1968. The 
Bank’s total holdings of the debentures of land mortgage 
banks have also risen from Bs. 5.0 lakhs in 1965 to Rs. 62.3 
lakhs in 1958. The Bank has initiated a scheme for financing 
co-operative marketing and processing societies on terms and 
conditions which, while safeguarding the interests of the Bank, 
take into account the special needs and the mode of operation 
of these societies. In financing these co-operatives, the 
Bank has agreed to ensure that neither the ''co-operative 
discipline", nor the “integrated system of rural credit" is 
is adversely affected. 

The Bank’s portfolio of investments in Government 
securities has also risen continuously from Rs. 91.0 crores in 
July 1956 bo Rs. 210.3 crores in July 1958. By the end of 
1959, the Bank's investment in Government’s and other 
trustee securities amounted to around Bs. 395 crores. A 
part of the increase in the Bank’s investment has, of course. 
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to be attributed to the receipt of U. S. counterpart funds, the 
bulk of which has been invested by the Bank in Oovernment 
securities. By increasing its investments to such a large 
proportion, the Bank has been, on the one hand, making its 
contribution to Government finance and on the other, helping 
the Government and the Beserve Bank of India in controlling 
inflationary forces. 

The Bank's programme of branch expansion has also been 
going apace. Out of the target of 400 branches, by the end 
of 1960, the Bank has so far opened 288 branches and with 
one year still to go, it is most likely to achieve the target 
by the prescribed date. 

The Question of Nationalisation ; There has been 
loose talks in the country regarding nationalisation of the 
Banking System and apprehensions have been expressed even 
by foreign periodicals^^ that since the ostensible motive for 
nationalisation of Life Insurance was to protect the policy¬ 
holders against the risk of fraud and incompetence on the 
private insurer, the Mundhra affairs might eventually result 
in more State control on the investment operation and the 
Banking sector may bo the next target of the Government 
for nationalisation. Such apprehensions are, however, without 
substance. Some of the basic assumptions of the Second 
Five-Year Plan rest upon the effective control of savings and 
investment by the Government. The Plan demands that all 
our resources must be put to the best use for national 
development and bankers’ resources, in particular, should be 
carefully husbanded to meet the essential needs of commerce 
and industry. Defective advances and investments as well 
as deficiencies of management and control of the banking 
system should be, and are being, rightly checked. However, 
the Government is not unaware that banking is essentially 
a business of trust, faith and confidence which can be evolved 


11. The Economist, London^ Jane 14, 1968. 
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on sound, sure and slow and safe basis. Several amendments 
have been made in the Banking Companies Act in recent 
years to put Indian banking on sound footing and the Reserve 
Bank's hands have sufficiently been strengthened to wield its 
control weapons in a variety of manner so that bank credit 
may flow to the sectors where and when it is most needed. 


APPENDIX I 

Credit Restrictions in Some Countries 

Measures of credit control have recently been introduced 
in India, United Kingdom and West Germany. The position 
in each of the countries is as follows : 

India ; (1) Advances against foodgrains : All scheduled 
banks am required to maintain in respect of advances against 
foodgrains a minimum margin of 40 per cent, of the value of 
the relative stock. There are, however, certain quantitative 
restrictions which vary from State to State. 

(2) Advances against oilseeds : All scheduled banks are 
required to maintain a margin of 40 per cent, of the value of 
the stock in the case of advances against oilseeds other than 
groundnuts. In the case of groundnuts, scheduled banks have 
to maintain a margin of 45 per cent, of the value of the rela¬ 
tive stock. There are also in the case of groundnuts certain 
•quantitative restrictions on advances. Advances against cotton 
seeds are exempt from any restriction. Similarly, there are no 
restriction on stocks stored in the warehouses of Central or 
State Warehousing Corporations. 

(3) Advances against shares : In the case of all advances 
exceeding Bs. 5000 against shares (other than preference 
shares ) the minimum margin to be maintained is 50 per cent, 
of the market value of the shares. No scheduled bank shall 
engage in “Budla" transactions. 

(4) Special deposits ; Over and above the usual statutory 
deposit equal to 6 per cent, of the Demand Liabilities and 2 
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per cent, of the Time Liabilities required to be maintained by 
banks with the Beserve Bank of India, it is stipulated that 
the banks should maintain additional deposits with the Reserve 
Bank equal to 25 per cent, of the increase in their Demand 
and Time Liabilities between llth March, 1960 and 6th May» 
1960 and 60 per cant, of such increase after 6th May, 1960. 

Credit restriction measures in the United Kingdom have 
recently been announced by the Chancellor of the Exchequer. 
They are : (a) an initial special deposit of 1 per cent, of 

each London Clearing Bank's total deposits ( | per cent, for 
Scottish banks ) to be made with the Bank of England by 
June 15, (b) a 20 per cent, down payment and a two-year 
repayment period for the hire-purchase of a wide range of 
consumer goods ; capital goods are excluded from the hire- 
purchase restrictions. The scheme of special deposits was put 
forward by the Bank of England before the BadcliiTe Committee, 
as a possible weapon of credit control. H. M.’s Treasury saw 
special merit in special deposits but the Badoliffe Committee 
disapproved it. '^Special Deposits are a new and untried system. 
The Bank of England is determined to see a substantial brake 
on the growth of advances.” ( Financial Times) 

West Germany : In the case of West Germany as well,, 
anti-inflationary measures have been introduced both on the 
monetary front and on the fiscal front. 

Momentary Measures: (l) The re-discount quotas of commer¬ 
cial banks with the Central Bank were reduced ; (2) the 
minimum requirements regarding reserve with the Deutsche 
Bundes bank have been raised for the third time within five 
months as follows : 

Demand deposits : from 18.2 per cent, to 20.6 per cent. 

Time deposits : from 12.6 per cent, to 13.95 per cent. 

Savings deposits : from 8.4 per cent, to 9.4 per cent. 

The minimum reserve requirements which credit insti¬ 
tutions have to maintain have within this period gone up 
from DM 8,000 million to DM 10,000 million. 
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The Federal Government; has recently introduced a number 
of measures in the field of taxation—among others, a limita¬ 
tion of depreciation facilities—which are intended to counter¬ 
act an excess of economic activity. 


APPENDIX II 

Summary of the Radcliffe Report 

A committee to inquire into the working of the monetary 
system in the United Kingdom and to make recommendations 
was appointed in May 1957 by the then Chancellor of the 
Exchequer, Mr. Peter Thorneycrofb. This committee, presided 
over hy Lord Radclifife and with bankers, economists, 
industrialists and trade union leaders as members carried on 
investigation for more than two years and submitted its 
report in August 1959. No other comprehensive inquiry into 
the monetary and banking system of the U. K. was undertaken 
since Macmillan Commitee reported in 1931. Great signi¬ 
ficance is attached to the findings of the Radcliffe Committee. 
Since the banking and monetary system of our country is 
developed largely on the U. K. pattern, the report is of 
momentous interest to us and it may bo worth presenting a 
broad outline of the important recommendations contained in 
that document. 

The basic theme of the report is the appropriate monetary 
technique necessary to achieve the objectives of government 
economic policy. The aims and techniques of monetary 
management depend on economic circumstances and ‘weight of 
public opinion*. The post-war period in the United Kingdom 
was distinguished by five features ; the high level of employment, 
increase in national income, persistent rise in prices, pressure 
of overseas demand and the world-wide shortage of capital. 
Immediately after the war there was excessive liquidity in 
the economy and it was impossible to curtail it by monetary 
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weapons. The only alternative was to absorb the excessive 
liquidity through borrowing and government's emergence as a 
regular borrower made the problems of monetary control 
inseparable from those of debt management. The main 
objectives of present-day monetary policy are : (a) a high and 
stable level of employment, (b) reasonable stability of internal 
purchasing power, (c) steady economic growth and improve¬ 
ment in the standard of living, (d) some contribution to the 
economic development of the outside world and (e) the 
strengthening of Britain’s international reserves. Unfortunately 
all these objectives are not mutually compatible and the 
choice between them becomes more of a political rather than 
economic decision* and hence is the responsibility of the 
government. 

There is another unique feature which is shaping monetary 
policy. The various financial institutions—London clearing 
banks, Scottish banks, discount houses, accepting houses, 
overseas and foreign banks, hire-purchase and finance houses, 
issuing houses, insurance companies, investment trusts, unit 
trusts, building societies,—constitute a ‘single market' for 
credit. Though each type of institution has its special type 
of business, it is difficult to draw hard and fast lines between 
them and borrowers switch over from one source to another. 
In this context monetary authorities should regulate the 
overall liquidity position and not merely what is regarded as 
the ‘money supply* in the United Kingdom. It is true that 
money supply' is an important factor aflFecting the overall 
liquidity ; hut the mere regulation of money supply may not 
achieve the larger objective of regulating liquidity. The 
committee regards the structure of interest rates as the 
centre-piece of the monetary mechanism. Interest rates 
should be manipulated by altering the maturity pattern and 
distribution of the public debt. Instead of leaving it to 
market forces, the authorities by taking a long range view of 
the economy, should pursue a deliberate interest rate policy. 
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Thus monetary policy becomes closely integrated with the 
management of the national debt. 

The Committee makes a few significant suggestions 
regarding the functions and status of the Bank of England 
’which stands out as the market operator between the public 
sector and the private sector’. The Bank conducts ‘external 
business’ as well as 'domestic business’ and through both it 
affects the liquidity of the economic system. The external 
business of the Bank of England includes (a) the management 
of the Exchange Equalisation Account, (b) administration of 
foreign exchange control, (c) maintenance of relations, 
operational and diplomatic, with the monetary authorities in 
the sterling area and non-sterling countries and (d) participa¬ 
tion in the work of international institutions. On the 
domestic side, the Bank of England attempts to balance the 
finance available to public and private sectors, by trans¬ 
ferring cash from the commercial banks to government and 
vice versa. The committee does not think that the Bank of 
England should function as an autonomous body, free from 
government control. "To plan and implement the monetary 
policy of the country as a whole requires a constant co¬ 
operation, strategic and tactical, between the central bank on 
the one hand and those responsible for alternative or supple¬ 
mentary measures, essentially the Treasury and the Board 
of Trade, on the other.” Though the present position is in 
no way different from what is mentioned above, the obscurity 
regarding the division of responsibility should be removed by 
making the announcements of changes in the Bank rate in 
the name and the authority of the Chancellor of the 
Exchequer. A Standing Committee, consisting of four 
represeutatives of the Bank, four of the Treasury and two 
of the Board of Trade, should be constituted to keep under 
view and advise the authorities on all matters relating 
to the co-ordination of monetary policy. Thus the committee 
seeks to ensure that the policies pursued by the Bank of 
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England must be *from first to last in harmony with those 
avowed and defended by Ministers of the Grown*. 

The report examines the limitations on monetary policy 
imposed by the United Kingdom's dependence on external 
trade and by the changes in her international reserves. In 
the context of the strain on external reserves created by the 
deterioration in balance of payments and short-term capital 
movements, there is greater need for strengthening Britain’s 
gold reserves. This strengthening is not to be achieved by 
merely raising the monetary price of gold but by re-inforcing 
the liquidity of international organisations. Simultaneously, 
some of the administrative controls, such as those over capital 
movements, imports etc. may have to be retained to counter 
the pressure on external reserves. The extent to which the 
Bank rate can ease the pressures on external reserves is 
uncertain; but support to forward rates during difficulties 
can be of some advantage. Any direct action to restrict the 
flow of private investment, especially to Commonwealth 
countries, is opposed by the committee because that would go 
against the obligations of the U. K. to those countries. 

One serious deficiency to which the committee has drawn 
particular attention is the absence of adequate data relating 
to financial and monetary operations. Detailed statistical 
information about the structure of the economy, the magni¬ 
tude of the variables contained therein and the changes at 
work, are necessary for a correct diagnosis of the forces that 
disturb the economy from time to time. Broadly there are 
two groups, the general body of economic statistics and the 
financial and monetary statistics in the narrower sense, 
necessary for diagnosis. The banking statistics, which cover 
only the London clearing banks, should be made more 
comprehensive through the inclusion of the Scottish banks, 
and also the discount houses, * whose activities are so 
intimately bound up with those of commercial banking*, 
Similarlyi the activity of all other financial institutions such 
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as insuranoe companies, building societies, investment trusts, 
unit trusts, hire-purchase finance houses etc. having an 
influence on liquidity, should also he made known. As 
regards company finances, so far only such information as 
those furnished through balance sheets and share prices 
quoted in the stock exchange are available, leaving the 
financial activities of unincorporated and unquoted companies 
for wild inferences. The committee thinks it necessary to 
obtain the data of Treasury hill holdings, new capital issues, 
outstanding totals of trade credit etc. from all companies. 
The personal sector which includes, ‘not only private house¬ 
holds, but also unincorporated businesses and various chari¬ 
table and non-profit making bodies, needs to bo uncovered 
still more and the figures of overseas transactions should be 
broken down to give a clearer idea of short-term capital 
movements. More important than all these, the changes in 
the flow of funds between the public and private sectors 
should bo disclosed and the Bank of England at more 
frequent intervals should illuminate its methods of monetary 
management. Thus the collection and dissemination of 
factual data on a wider range of activities, appear crucial to 
a programme of monetary management as envisaged by the 
committee. 

The review of the working of financial institutions has 
revealed tbe need for adapting and reforming them to 
changing economic circumstances. In the sphere of export 
finance, the gaps in the capital market unfilled by the Export 
Credits Guarantee Department may he filled by establishing 
Export Finance Corporation providing long-term credits. The 
committee did not come across any obvious and serious gap 
in the provisions of agricultural credit and so it feels that 
joint stock banks should continue to be the main source of 
credit. As regards finance for small business and industrial 
innovation, there is no need for a proliferation of institutions ; 
with certain modifications the joint stock banks and 
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Indusfcrial and Ootnmercial Finance Corporation should be 
able to meet the ordinary requirements. Some extension of 
the means of transferring payments, other than by cheques, 
bankers' orders, notes and coins, seems necessary and giro' 
system can provide a simpler transfer service. The committee 
feels that there is a case for investigating the possibility of 
instituting the giro’ system to be operated by the post-office*. 
Lastly, there is the Capital Issues Committee which has 
been functioning as a non-statutory body since 1986. Though 
its function was to advise the Treasury it appeared as if it 
was responsible for administering controls. The Badcliflfe 
Committee does not see any place either for such an advisory 
committee or for a loose qualitative form of control on 
domestic issues, though it does see some justification for 
retaining controls on overseas issues. 



OHAPTEB XIV 
FOREIGN TRADE 

Before the second world war India was a debtor country 
and had to have a surplus in her trade account in order to 
meet the servicing charges on the sterling debt. This was, 
therefore, the key to India’s pre-war foreign trade policy. In 
the wider pattern of international balance of payments, we 
were a net dollar earner and made over those earnings to 
the metropolitan countries of Europe for the deficits which 
we had, along with other countries, with them. We, more¬ 
over, had been a member of the sterling area, one of the 
main objectives of which was to expand trade within the 
area while preserving the stability of the sterling as an 
international currency; and the prevailing conditions were 
such that certain amount of discrimination in trade was 
inevitable. Imperial preference, embodying this discriminatory 
principle, was thus an important factor affecting our com¬ 
mercial policy in the pre-war days. 

By the end of the war almost the entire external debt 
was repaid and huge balances had been built up in sterling. 
This obviated the necessity for having a surplus on trade 
account and it appeared that we would be able to finance 
fairly large deficits in our balance of trade. But Britain 
was in severe economic distress which placed a limit on the 
rate at which the sterling balances could be drawn upon. 

Also, the problem of balancing trade during the post-war 
era was in a sense more difficult. For, far from reflecting 
any permanent improvement in productivity, the sterling 
balances were the result of restricted consumption. While 
the war-financing led to an expansion of money incomes, 
consumption had been progressively curtailed by scarcities 
and control. 

Industry was in severe distress and had to go without 
even normal replacements and renewals of machineries and 
18 
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plants, let alone net additions to capital equipment. Apart 
from the pressure of pent-up demand, the import requirements 
were large and exportable surpluses were smaller at the end 
of the war. The reasons were perhaps an increase in population 
and partition which enlarged the country's deficits in food 
and raw«materials. 

Those changes led to a sharp contraction in the export¬ 
able surplus of raw-cotton and raw-jute. The decline in the 
exports of oil-seeds and pig iron was to some extent counter¬ 
balanced by an increased export of primary products like 
spices and mica and of semi-manufacturers such as vegetable 
oils. But the volume of exports in 1946-47 were nowhere 
near the pre-war level. 

Partition affected most the exports of jute, cotton and 
hides. In the new sot-up, large-scale imports of those were 
essential for some of the largest estal)lished industries in 
India. But the commodities that could be exported to 
Pakistan in exchange were mostly processed materials such 
as cotton textiles, sugar and matches which were, until 
partition, receiving some protection against foreign competi¬ 
tion in areas which now constitute Pakistan. Partition, 
therefore, not only resulted in increased reliance on imported 

raw-materials but made more difficult the problem of export 
promotion. 

There wore two further developments in this period which 
are significant from the point of view of commercial policy— 
the first relating to the composition of exports and the second 
to the direction of trade. Just on the eve of the second 
world war jute manufactures, cotton manufactures and tea 
accounted for only about 35 per cent, of the total value of 
India’s exports. Of the rest, raw cotton, raw jute, oilseeds, 
hides and skins, metals and ores and raw wood contributed as 
much as 40 per cent, of the total value of India's exports. In 
the following decade this distribution became much more 
uneven. By 1948-49, the share of jute and cotton manufactures 
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and tea rose to 66 per cent., while the contribution of the 
other group fell to less than 16 per cent. 

Secondly, before the war, more than half of India's foreign 
trade was with countries of the sterling area and only about 
10 per cent, on an average was with the dollar area. Within 
the next ten years, the share of the sterling area dwindled 
and the trade with Germany and Japan also declined sharply. 
On the other hand, trade with the dollar area increased 
tremendously. 

On the side of exports, however, there was no significant 
compositional change in trade with the dollar area but the 
pattern of imports changed considerably in this period, mainly 
on account of the greater dependence on this area for supplies 
of food-grains and machines. These changes are clearly 
refiected in the trade between India and the United States. 

Trade Policy under the Plans : In formulating the 
trade policy during the period of the Plans, the above 
changes in the volume, composition and direction of 
foreign trade had to be taken into consideration. It would, 
however, be admitted that the contractions in the volume of 
exports, the increased dependence on imports of food and raw 
materials, the lag in replacements of machinery and capital 
equipment, the excessive reliance on a few markets, partly on 
account of insufficient diversification of exports and the imbal¬ 
ance in the trade in the dollar area, tended to restrict the 
scope for making any radical changes in the foreign trade 
policy in the initial stages of planning. To some extent the 
Plans themselves were designed meet some of these 
problems. 

The “five guiding principles” of commo»rxial policy under 
the First Five*Year Plan were that there must be a measure 
of continuity in policy so that trade relations with other 
countries in respect of exports and imports and the plans of 
domestic industry and trade are not frequently disturbed ; that 
the composition must fit in with the fiscal and prime policies 
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of the Plan; that the Flan*s production and oonsumptiox» 
targets must be fulfilled ; policy must be directed to maintain-^ 
ing a high level of exports ; and that foreign exchange 
resources must be carefully husbanded. In terms of actual 
trade these meant that the priorities in imports were in the 
following order: food, capital goods, industrial raw materials^ 
and essential consumer goods. In exports, the chief consi¬ 
deration was that supplies for internal consumption should 
not contract too much. 

Regulation of foreign trade during the Plan period had, 
however, to keep some other important factors in view. For 
Instance, if the imports of non-essential goods which were an 
important source of revenue to the Government had to be 
restricted, alternative ways of diverting the savings thus 
effected to the public sector had to be devised. A measure 
of flexibility in policy was thus inevitable. 

Two forces were likely to work during the First Plan 
period as far as foreign trade was concerned. While the 
production targets were likely to lessen the pressure on 
foreign exchange, those of consumption and investment were 
likely to increase it. The effect of the Plan on imports was 
more difiScult to specify commoditywise. The availability of 
foreign exchange and the degree of control exercised over the 
imports were to determine the volume of imports in the 
different phases of the Plan. Thus the growth pattern of 
foreign trade that was likely to emerge as a result of the 
new commercial policy was somewhat clear. If external 
resources were not forthcoming to supplement our foreign 
exchange earnings and the agreed releases of sterling balances 
did not materialise, the balancing of external accounts was 
likely to prove well-nigh difficult. 

Structure of Imports: The structure of India's import 
trade is being transformed since 1960-51 and this process is 
expected to continue by reason of the obligation, implicit in 
the Five-Year Plans, to incur a sizable import surplus with 
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emphasis on capital goods and industrial materials, raw as 
well as semi-manufactured. There is, however, a major 
imponderable factor in the composition of our imports, namely, 
food. Its unpredictable nature is bound to persist until 
Indian agriculture has been freed from its excessive dependence 
on the monsoons. But excluding this uncertain factor, the 
changing pattern of imports can be analysed against the 
background of the Five-Year Plans. It must be remembered 
that as a result of our pre-occupation with post-war and post¬ 
partition reconstruction, the major accent on industrial develop¬ 
ment had to be postponed until late in the fourth year of the 
First Five-Year Plan. The impact of industrialisation on imports 
was evident from the final year of the First Plan onwards. 

Imports rose progressively from Rs. 633 crores in 1952-53 
to Rs. 1,076.5 crores in 1956-57. The outstanding feature of 
imports in this period was the marked reduction in imports 
of consumer goods from Rs. 192 crores in 1952-53 to an 
annual rate of Rs. 42 crores in the first three quarters of 
1956-57. The reduction was affected while the total outlay 
on imports was rising at a fast rate. The proportion of import 
expenditure on raw materials remained more or less steady 
around Rs. 180 crores, but from the beginning of 1955-56 
there was a sharp switch-over to import of capital goods. The 
distribution of import expenditure on individual items in this 
class is a matter of relative weight, but here again machinery, 
iron and steel as also other matters have absorbed substantial 
allocations. Imports, however, rose to an abnormal height 
of Rs. 1,203.5 crores in 1957-58 and finally stood at 
Rs. 1,046.5 crores in 1958-59. As we shall see later in 
this chapter, the rapid melting away of our exchange resources 
during the first one and a half years of the Second Plan made 
it incumbent upon the authorities to restrict imports and 
devise special measures for expanding exports. 

Trend of Balance of Payments : The First Five-Year 
Plan had anticipated an annual average current deficit, excluding 
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official donations, of Bs 180-200 drores for the period 
January 1953 to March 19r56, givin?? a total current deficit 
during the Plan period of Rs 667—727 crores on the basis of 
the 1948 terras of trade. Since the terms of trade during 
the last three years of the Plan worsened by about 7 per 
cent, as compared to the 1948-49 level, the current deficit- 
during the Plan period should have been even larger than 
anticipated by the Planning Commission. 

The actual current deficit, excluding official donations, 
however, was only Rs. 125 crores during the Plan period and 
was more than matched by receipts from ofiicial donations 
and official loans amounting to Rs. 196.3 crores. 

The smaller deficit during the Plan period was chiefly the 
result of lower levels of imports of food and machinery. 
Consequent on the improvement in the domestic food output 
during the last three years of the Plan, total food imports 
during that period were only 3 million tons as compared to 
an anticipated 9 million tons, and these lower food imports 
resulted in a saving of foreign exchange resources worth more 
than Rs. 300 crores. Farther, the contemplated construction 
work in the iron and steel plants and in the heavy electrical 
equipment industry could not take place during the Plan 
period, leading to lower imports of machinery. Moreover, 
the level of actual investment daring the Plan period turned 
out to be somewhat lower than was anticipated by the 
Commission, with the result that the expected impact on 
the balance of payments could not materialise. As a result 
of these developments, the anticipation in the Plan that the 
foreign exchange reserves would be drawn down by Rs. 220 
crores for meeting the current deficit for the Plan period 
did not materialise, the actual decline being Bs. 121.3 crores 
which exceeds slightly the recorded capital outflow of Rs. 107 
crores during the period. 

With the commencement of the Second Five-Year Plan 
India’s extemsl payment position deteriorated sharply, leading 
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to a drain at a disturbing rate on the foreign exchange 
reserves of the country. The annual average level of exports 
during the Second Plan period, as originally estimated by the 
Planning Commission, was slightly lower at Bs, 593 crores 
than that of the First Plan period ( Bs. 621.9 crores ) as well 
as of the last two years of the First Plan ( Bs. 619.9 
crores ), largely on account of lower estimates for exports of 
vegetable oils, raw cotton and jute manufactures. The annual 
average level of imports, however, is very much higher at 
Bs 868 crores than in the First Plan period ( Bs. 724.4 crores). 
This estimated higher level of imports during the Second 
Plan period is entirely on account of significantly larger 
imports of machinery and vehicles, iron and steel and other 
metals, arising out of the emphasis on heavy industries and 
railway transport in the Second Plan. The estimated trade 
deficit during the Second Plan period is, therefore, much 
larger than that during the First Flan period, the estimated 
annual average deficit being Bs. 275 crores during the Second 
Plan period as against the actual of Bs. 103 crores during 
the First Plan period. 

The estimated annual average receipts from net invisibles 
during the Second Plan period are only Bs. 51 crores in 
contrast to the actual receipts of Bs 77.6 crores during the 
First Plan period, owing largely to lower receipts from 
investment income caused by the reduction in official holdings 
of foreign assets on the one hand and larger interest and 
dividend payments on the other. The higher payments were* 
in expectation of an increase in private foreign investment 
and official borrowings. The annual average current deficit, 
excluding official donations, during the Second Plan period 
is estimated at Bs. 224 crores in contrast to a modest deficit 
of Bs 25 crores during the First Plan period. 

The total estimated current deficit, excluding official 
donations, during the entire Second Plan period is Bs. 1,120 
crores as against Bs. 1,250 crores in the First Plan period. The 
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foreign exchange resources available for the Second Plan from 
unutilised grants, I. B. B. D. loans as well as from loans 
agreed to by the U. S. A., the IT. E., and the U. S. S. B., 
total upto some Bs. 400 crores. Further, private foreign 
investment during this period is estimated at Bs. 100 crores. 
Nevertheless, foreign exchange resources would still remain 
short of total requirements. 

Foreign Exchange Crisis : India’s current balance of 
payments showed a surplus, however small it might have 
been, throughout the greater part of the First Five-Year 
Flan. A jump in the volume of imports, which was expected 
only during the second and the third years of tho Second Five* 
Year Plan, however, occurred right in the first year of the 
Second Plan leading to a sharp decline in the country’s 
foreign exchange reserves. Total imports in 19o6-57 amounted 
to Bs. 1,076.5 crores, that is, Bs. 350 crores higher than was 
originally expected while exports did not go appreciably 
beyond the mark of Bs. 600 crores. The magnitude of the 
crisis may be gauged from the fact that tho draft on foreign 
balances of the Beserve Bank during the first year of the 
Second Plan exceeded the figure of Bs. 200 crores which 
was contemplated for the whole Second Plan period. The 
deficit on the current balance of payment accounts amounted 
to Bs. 292.5 crores in 1956-57 as against a surplus of 
Bs. 17 crores in 1955-56. The situation was mot by heavy 
drawals from the not-so-adequate foreign exchange reserves 
and a net purchase of foreign exchange from the I. M. F. 
The actual decline in the Beserve Bank’s gross foreign 
exchange assets in the fiscal 3 'ear 1956-57 was Bs. 219 crores. 
Had we not drawn Bs. 28.5 crores in February and Bs. 32.6 
crores in March 1957 from the 1. M. F., the actual drawal 
from our foreign exchange reserves would have come to 
nearly Bs. 280 crores. 

Causes : The crisis, coming at a time when imports of 
non-essential goods were severely restricted and import duties 
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on several commodities raised, appeared somewhat intriguing. 
Probably, licences which remained unused were pressed into 
service in January-June 1957 or commitments already 
entered into could not be broken so that depletion of the 
foreign exchange reserves was inevitable. It is also interesting 
to note that the imports of food-grains during 19o6-57 

amounted to Bs. 120 crores as against the Second Plan’s 

expected annual average of Bs. 48 crores. This explains 
to a large extent why the rate of increase in imports 
on Government account has been much sharper since 
April-June 1956. 

Other factors responsible for the rise of imports were the 
upward revision in the foreign exchange component of the 
Plan, rising cost of imports due to Suez crisis as well as 
increase in the prices of iron, steel and machinery of a large 
variety, substantial increase in defence appropriations, lags 
and leads in programmes of investment in both private 

and public sectors, liberal import licensing policy pursued 

by the Government since 1955 and auxiliary and ancillary 
investment taking place on the base of the economy for 
which no proper allowance was made in the Plan.^ 

Restrictive Import Policy : A severe brake was applied 
on fresh import commitments during July-September (1957) 
quarter. The import policy for October *57—March ’58 put 
restrictions on a wide variety of products. This now policy 
was designed to servo the two basic objectives of conserving 
foreign exchange resources to the maximum possible extent 
and giving a fillip to indigenous producers. In formulating 
the general principles of the policy, the needs of exporters as 
well as of manufacturers for the domestic market were kept 
in mind. If a blanket ban had been imposed on established 

1. Foreign Exchange Crisis and the Plan ( Occasional Paper No. 1 ), 
National Council of Applied Economic Besoaroh, Now Delhi, October 1957 } 
Aria Pabliriiing House. 
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importers in the Jnly-Septomber (1957) quarter, under the new 
policy, they were permitted to import certain categories of 
industrial and consumer goods. 

The import policy for April-September 1958, while not 
lifting the rigorous import squeeze, introduced some liberalisa¬ 
tion where it was needed. In view of a gathering slack in 
the economy duo partly to shortages of raw materials in 
certain industries, the Government decided to allot additional 
foreign exchange to the tune of Rs. 10 croros for import of 
industrial raw materials. The liberalisation was, however, 
counter-balanced by a variety of most stringent restrictions 
in regard to items that were being or were expected to be 
produced within the country. As regards the import of 
capital goods, only those concerns which had made arrange¬ 
ments for deferred credit had been allowed to import equipment 
needed to expand existing industries or start now ones. 

Thus, over the last few years, the import policy of the 
country had been geared and was being continuously switched 
over to an indigenous angle. Heavy restrictions and reduc¬ 
tions were being effected in the import of such items which 
agriculture and industry in the country were becoming 
progressively capable of producing. The substitution of 
indigenous raw materials was also being constantly brought 
about.* 

Currency Reserve Reduced : The Indian Law regarding 
reserves against currency had been changed not long ago* 
from the requirement of a 40% gold and foreign exchange 
cover against the Reserve Bank's note issue to the prescrip¬ 
tion of an absolute sum of Rs. 400 crores as the statutory 
minimum holding of foreign exchange and Rs. 115 crores as 
a minimum holding of gold, irrespective of the total volume 
of the note issued. 

2, India’s Foreign Trade, Manubhai Shah (AICC Economic Review, 
November 1,19fi7). 
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One suggestion to tide over the foreign exchange crisis of 
1957 was to amend this reserve regulation to bring the 
statutory minimum requirement at a lower figure than 
Bs. 400 crores or to scrap this provision altogether. 

The purposes for which a country is required to hold a 
certain minimum foreign exchange reserves are mainly four : 
(l) Such reserves may be partly or wholly regarded as a 
backing against the domestic currency ; (2) Such reserves are 
also commonly held by various countries to meet the seasonal 
oscillations in the balance of payments position ; (3) Such 
reserves are also regarded partly or wholly as an emergency 
fund, to be used in case a serious gap developed at a time 
when no alternative means for filling the gap are available : 
and finally, (4) Such reserves may also be regarded as the 
growth-fund, a fund out of which long-term capital projects 
are financed under the calculated plan of drawing the assets 
down to or near the minimum that may be indicated by the 
other requirements of the economy. 

To any keen observer, it would immediately appear that 
in the case of India, now implementing an import-intensive 
development Flan, considerations 2, 3 and 4 are particularly 
relevant. Dr. V. K. R. V. Eao and Prof. Bhabatosh Dutta 
suggested that a currency reserve was intended to bo used 
obviously in times of crisis of the nature India was faced 
with and that she should, therefore, give up the concept of 
the sanctity of the currency reserves. It was pointed out 
that the United Kingdom had managed for a long time to 
retain domestic confidence in her currency without a gold or 
foreign exchange backing and Canada, New Zealand, Australia, 
Ceylon and Israel had all gone so far as not to prescribe 
any reserve requirement in the form of gold or foreign 
exchange against the issue of currency. Prof. Dutta also 
drew attention to countries in which there had been a flight 
from the currency even when the backing against the note 
issued had been substantial and well above the statutory 
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minimam. He observed : **In the present Indian situation, 
it is unlikely that the operation of the currency system on 
the basis of a much lower level of reserve than the present 
level will affect the domestic value of the money. One can 
probably assume that within very wide limits, reserves have 
ceased to be an important domestic issue.’* 

It was largely as a result of such forceful arguments and 
the urgency of the situation that the statutory minimum currency 
reserves for the Indian rupee wore drastically slashed down 
on October 31, 1957 by an Ordinance to Rs. 200 crores 
including Bs. 115 crores in gold from the minimum of Rs. 100 
crores of foreign securities. The Principal Finance Secretary 
of the Government pointed out that “the Ordinance to 
amend the Reserve Bank of India Act would not impair 
Indians foreign credit and that the amendment would bring the 
legal requirements of foreign assets more in line with the 
working requirements of the country and make possible a 
degree of flexibility necessary for the implementation of the 
Second Plan.”* 

Other Measures : Other measures to tide over the foreign 
exchange crisis included emphasis on maximising indigenous 
production ; working out of a deferred payment basis for the 
imports of machinery and equipment and, in cases, even imports 
of components and expensive raw materials, negotiations for 
the necessary foreign credit lines, and export promotion. 

One important step was to increase and maximise the 
indigenous production as fast as possible by (i) working more 
shifts where possible ; (ii) by adding balancing and marginal 
equipments to the existing capacities ; (iii) by modernising 

3. The Financial Times, London, cominontcd that tho loss to the 
U.K. from this moasuro would be of two kinds : To tho extent that the 
money is spent on British manufactures, Britain will be shipping 
exports to India receiving no foreign currency in return ; and to the 
extent that it is spent outside the Sterling area, it will involve a direct 
draft on the London gold and dollar reserve. 
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the existing equipment and bringing it to a trim and in up-to- 
date condition so that the industrial structure may become 
more healthy and up-to-date ; and (iv) by insisting on substi¬ 
tuting indigenous raw materials, equipment, capital goods and 
producer goods even if they may bo somewhat inferior to the 
imported goods. Indeed, unless indigenous angle is brought 
in the national economy with a very major emphasis, it will 
never be possible to break the long-standing consumer 
preference for foreign goods. 

The scheme of deferred payments is by now fully well- 
known and deferred payment terms extending over 5 to 7 
years have been in operation since the beginning of 1959. 
On the whole, the response to the deferred payment schemes 
from foreign suppliers has been encouraging as a result of the 
efforts made by the Government and the industrialists in the 
country.* 

Another major step was to negotiate the necessary foreign 
credit lines. Credit lines were obtained (i) through project to 
project negotiations ; (ii) through bilateral agreements ; (iii) 
through negotiations for mutual advantages carried out by the 
State Trading Corporation with different countries and (iv) 
through large bulk credits made available by different countries, 
and banking and credit institutions such as World Bank Loans, 
credit available from the Soviet offer. International Monetary 
Fund Loans, loans from International Bank of Boconstrnction 
and Development, the E. C. G. D. Loans ; T.C.M and Colombo 
Plan assistance, and loans from different Import and Export 
Banks of the world. These credit lines are giving considerable 


4. However, while inaugurating the meeting of the Import Advisory 
Council in New Delhi on September 12, 1959, the Union Minister for 
Commerce and Industry said that the Government was not anxious to 
enoourago the import of capital goods on conventional deferred payment 
terms as there was a fairly heavy load of payments throughout the Third 
Plan and it was not considered advisable to add to that burden. 
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assistance in providing long-term payments for our immediate 
imports of large value of capital and producer goods.^ 

Finally, the most important step was promotion of exports. 
By and large this was an obvious step because it was a direct 
foreign exchange earning device as against the foreign exchange 
saving efforts inherent in the other steps. Wo shall deal with 
this question in some details. 

Export Promotion : With the notable exception of Japan, 
none of the economies of the countries of Asia is export- 
oriented. This has been so due to a variety of historic, 
political and economic factors. With political independence, 
conditions have materially changed and the problems of indus¬ 
trialisation and economic development have come to the 
forefront. To meet the pent-up demand of the people and to 
make up for the backlog of development, investments have to 
be more than savings, which naturally drive them to look 
around for external resources as most countries do not have 
big gold stocks or foreign reserves to fall back upon. Even 
if temporary foreign exchange shortages or imbalances are 
managed through foreign aid or loans, they have to be paid 
back in the long run through earnings from increased exports. 
In fact, if development through exports of their own products 
or gold is made, many of them would be condemned to 
perpetual backwardness. Thus, steadily expanding export trade 
becomes an inevitable and integral part of the programme of 
economic development of all Asian countries. 


5. Taking the Second Plan period as a whole, we have so far been 
given firm promises of assistance for this Plan to the extent of Bs. 908 
crorcs. This figure includes grants but does not include PIr480 assistance, 
which is additional to this and in itself amounts to Bs. 432.6 crorcs. 
Until the 1st October 1959, wo have drawn Bs. 458 croros out of this total 
and it is expected that before the end of the Second Plan period, a 
farther Bs. 322 crores will be utilised. (Statement by the Union Finance 
Minister on his visit to Switzerland, France, the U.K., the U.S.A.| and 
Japan, Septomber-October, 1959.) 
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The export trade of underdeveloped countries mostly 
consists of primary products, which are subjected to serious 
fluctuations in demand and prices* periodically. Apart from 
this, many of these countries are heavily dependent on export¬ 
ing a few products which increases their vulnerability to 
fluctuations in world market. Further, there are very serious 
limitations to rapid expansion in export trade for traditional 
items. Diversification of export thus becomes the first step 
in any export promotion effort, which again is inconceivable 
without diversification of production. To diversify production, 
at least during the initial stages, imports have to be on a 
scale much larger than what the normal earnings from exports 
would permit. Built-in deficits in Balance of Payments become 
inevitable in this vicious circle. The immediate choice there¬ 
fore, is, how big that deficit should be and how long the 
economy can withstand serious repercussions on other sectors 
of the economy. 

India has managed to introduce a wider diversity in the 
range of her exports than most of hor neighbours in South 
and South-East Asia with the notable exception of Japan. 
Light mechanical as well as electrical engineering goods 
provide a case in point. An accent is also being placed on 
stepping up exports of ores. In addition, manufactured articles 
are figuring as items in the steady schedules of exports. The 
sum total of this drive for the diversification of exports 
makes a modest contribution to the current earnings of foreign 
exchange. 

The country woke up in 1958 to the necessity of earning 
more foreign exchange in order to balance the payments 
position and to increase the sterling balances standing at the 
low level of Be. 267 crores compared to Bs. 1542 crores in 
1947. The policy of the Government then became one of the 
promoting exports of Indian goods of all types ranging from 
the traditional agricultural and mineral products to manufac¬ 
tured products, both traditional and non-traditional, such as 
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cotton textiles, engineering goods. In a way this was a new 
problem both for the Government and the country. 

Sinoe export promotion is conditioned by the dynamism of 
domestic production plus the response of the overseas markets 
which are not susceptible to rapid changes, the drive for 
intensification of exports ought not to under-rate the urgency 
of concentrating effort on the established staple exports. 

In the past, our traditional exports did not require any 
special efforts to find buyers in the markets of the West. 
But the policy of controlling the exports and of checking the 
normal flow of trade had resulted in our losing some of the 
traditional markets. 

Neither the Governmental machinery nor our export trade 
had much experience in dealing with new types of commodities 
for exports, because in the past, wo were ourselves the 
importers rather than the exporters of goods like engineering 
products. Exporters from western countries and from Japan 
with long experience in the manufacture and exports of their 
products were able to establish their hold in markets of even 
such countries as wore the close neighbours of India. Their 
products had built up a reputation for their trade names and 
trade-marks as also for the quality of their products. 
Therefore, the task of introducing Indian goods in competition 
with such long established products in foreign markets was 
naturally considered to be a formidable one. 

It was soon realised that in order to popularise Indian 
products in those countries and enable them to withstand 
the severe competition, mere relaxation of the export controls 
would not help the country. The Government as well as the 
trade also appreciated that the rates of export duties would 
have to be reduced. 

Moreover, in the case of non-traditional items like manu¬ 
factured goods, for which markets had to be explored for the 
first time, certain facilities and incentives would have to be 
given so that the exporters of these goods could even reduce 
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their prices for ceiling in these markets at a level lower than 
the ruling prices in the Indian market, in case the domestic 
prices were higher. 

Propaganda and publicity for Indian goods, personal contacts 
with the foreign buyers, display of Indian goods through 

permanent showrooms and through exhibitions from time to 

time and above all, the building up of the requisite goodwill 
in those countries in favour of Indian goods, presented tasks 
which had to bo undertaken as a joint effort by the Govern¬ 
ment as well as by the industries and the trade. It 

natumlly took time for all of them to realise the magnitude 
of the problem and to devise measures to cope with the needs 
of the situation. 

In February 1957, the Government of India appointed a 
special committee called the Export Promotion Committee to 
go into the whole question of export promotion and suggest 
measures. The Committee submitted its report towards the 

end of 1967. 

Recommendations of the Export Promotion 
Committee : The Committee based its recommendation on 
what is considered pre-requisite for maximising exports. These 
are; a sustained increase in production, particularly 
agriculture, maintenance of prices at competitive levels, 
encouragement of exports oven at some sacrifice in domestio 
consumption, diversification of export goods and export market 
and research in new uses for goods traditionally exported, and 
adaptation of internal production to those new lines. The 
main recommendations of the Committee have been divided 
under four heads—steps to increase production, incentives to 
exporters, better credit facilities and favourable bilateral trade 
agreements. The Committee has, in particular, very strongly 
recommended increased output of vegetable oilseeds and raw 
cotton and has urged that processing costs should be brought 
down by employing the latest methods of production, overheads 
should be reduced and labour productivity increased. The 
19 
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Oommittee has also recommended that following the example 
of many countries, transport costs should be reduced on export 
goods by suitable adjusments in the freight structure and by the 
removal of road transport bottlenecks. As for taxation of 
exports, the Committee has recommended complete exemption 
of export goods from excise duties and sales tax and lowering 
of export duties. The Committee has also recommended a 
number of incentives to exporters including a measure of relief 
from income tax, the extent of relief being dependent on the 
actual increase in exports, the total business turnover of the 
exporter and the total income-tax he has to pay. The 
Committee further recommends that the Government should 
examine the canalisation of exports through single agencies 
(public or private ) as a means of export promotion, taking 
care, however, that the choice of the single agency is made 
only on pragmatic grounds. It has also been -suggested that 
encouragement of entrepot trade in certain ports in India of 
manufacture in bonds and external or multi-lateral trade could 
also result in increased foreign exchange earnings. An unhappy 
feature of out export trade pointed out by the Committee is 
that not enough publicity of our goods is made abroad.* The 
Committee urges for much more publicity and greater 
attention to packing, labelling etc. The Committee has 
arrived at the conclusion that in view of the acute shortage 
of foreign exchange resources, India's export will have to be 
increased substantially to between Bs 700 crores to Bs 750 
crores annually immediately as against the target of Bs 616 
crores at the end of the Second Plan. 

On the basis of the recommendations of the Committee, a 
number of measures have since been taken. Briefly these 

6. In this connection attention may be drawn to the rueful conoluaion 
reached by a delegation of Indian industrialists to West Germany that 
India is unable to utilise the tremendous possibilities of the West German 
market, principally because the trade and the public of that country are 
praotioally unaware of the types of goods India can ofior. 
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include : (1) Fiscal incentives such as the redaction of 
export duties, the refund of import duties, sales tax, excise 
duties etc., on the materials composing the exported product; 
{2) The provision of credit facilities to buyers abroad : this 
necessitated the setting up of an Export Credit Insurance 
Corporation, so that Indian exporters who sold goods abroad 
on credit would be insured against any possible loss by the 
failure of foreign buyers to honour their commitments ; (3) 
Giving publicity to Indian products ; (4) Building up good¬ 
will for Indian goods by sending trade delegations abroad 
and inviting delegations from prospective purchasers to 
visit India so that they could see for themselves, the great 
progress made in the country in the production and grading 
•of agricultural and mineral products and in the expansion of 
India's industries ; and (d) Organisation of the export trade 
•by setting up specialised institutions such as the export 
promotion councils, export corporations, etc. and providing 
shipping etc., and providing shipping, banking and insurance 
services at economic rates. 

By and large, both the Government and the export trade 
have implemented the various measures iu respect of the hve 
requirements listed above. Of course, devising of all these 
•measures took considerable time. But the awareness of the 
need to step up our exports having been realised, the 
necessary measures were taken one after the other. 

The export promotion councils for various exportable items 
were set up. A number of them have been functioning fairly 
satisfactorily although it must be pointed out that a few of 
them have not functioned with the required degree of efficiency. 

The Government also began reducing the rates of export 
duties and in some cases the export duties were abolished. 
The Export Credit Insurance Corporation was set up and has 
been functioning quite satisfactorily for sometime past. 

Various delegations have been sent abroad and several 
buyers’ delegations have come to our country. India has 
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taken part in various exhibitions abroad and benefited by snob 
participation. In some cases, special exhibitions of Indian 
goods have been bold, particularly in the countries of the 
Middle East. Schemes of incentives for exports of various 
commodities have been devised from time to time and refunds 
of duties and taxes have been provided to exporters and to* 
manufacturers. 

The main items of our existing and potential exports can 
be grouped as follows : 

(1) Textiles ; (2) Engineering goods ; (3) Agricultural 
Produce, Plantation products, and raw materials ; (4) Mineral 
ores and products ; (5) Manufactured goods other than those 
listed under (l) and (2), and consisting of such items as 
rubber goods, pharmaceuticals, handicrafts etc., and (6) Invisible 
exports such as Tourism, Banking, Insurance, Shipping and 
technical services rendered by Indian Companies, Organisations 
and individuals for which payment is received in foreign 
currencies. 

The basic requirements for enabling the country to increase 
the exports of all these goods and services is that we should 
be able to produce, at economic costs, larger quantities of 
agricultural and industrial products, raw materials and improve 
our production techniques as well as organisational techniques. 
At present, the high costs of production of our products and 
the disproportionately high freight rates and lack of requisite 
personnel prevent us from improving on our past performance, 
particularly in the exports of our raw materials and manufac¬ 
tured goods and in the performance of services like banking,, 
shipping etc. 

As our export problem is one of vast magnitude and ie 
likely to last for a long time, what is called for is a long-tern^ 
plan for exports which should be integrated with our industrial 
and agricultural policy on the one hand, and integrated with 
ascertainable trends in world trade on the other. The pre*^ 
requisites for such a plan is economic research, and collection 
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oI data of ozport possibilities inside the country and trade 
developments outside. We should develop an efQcient economic 
intelligence service overseas which must be capable of passing 
on to us commercial informations and forecasts expeditiously, 
trends in pattern of consumption—change at different levels 
for at different reasons in different countries. New demands 
arise or are created by new social, economic, political and 
scientific developments. These changes and tendencies are 
capable of at least limited anticipation. These should be 
collected and analysed in the research unit and useful informa¬ 
tions should be passed on to producers and manufacturers, so 
that necessary changes in the structure of production can be 
effective. West Germany, for instance, made considerable use of 
its foreign intelligence service for developing her new exports. 

It is not necessary that our trade with any single country 
or even with a group of countries should balance, but in 
order that trade can grow in future, it has necessarily to be 
a two-way traffic. That is why it is essential to break new 
ground and develop exports along lines which promise scope 
of future growth.^ Besides, several trade and crafts which 
might once have had a flourishing export could be revived. 
There are other obscure commodities which have export 
possibilities. The foreign trade intelligence should be brought 
to bear on internal economic data and vice versa. The 
Export Promotion Plan must also ensure that certain 
incentives like permitting exporters to import scarce commodites 
to be used for production are not abused.^ In short, exports 

7. Tho export of light engineering products, though largely confined 
to the markets of South East Asia and the Near East, is one such 
promising field. Prof. W. B. Beddaway of Oambridgo University has 
suggested that India can advantageously embark upon the supply of metal 
goods to her neighbouring countries. 

8. Shri H. V. B. lyengor, Governor of the B'jSdrve Bank, in a pointed 
reference to such practice has underlined the need for a link-up of export 
performance with authorisation to import for the special needs of industry 
like stores, raw materials and equipment for modernisation. 
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of Indian goods can be stepped up only if our exporters pay 
proper attention to quality, price and preference of consumers 
abroad and conscious efforts are made to find out new 
markets not only for our traditional export commodities but 
also for new ones. Some of our traditional items are ak 
present meeting stfff competition in the world markets. Tho 
level of export of these items can be maintained, if not 
increased, if only we can reduce our costs of production while 
maintaining high quality. If modernisation of plants are 
deemed necessary for this that should be introduced without 
hesitation. 

In a Welfare State, the drive for export promotion cannot 
ignore certain obvious welfare considerations. Should we* 
for instance, export essential commodities for which there is 
considerable demand in the domestic market and should it 
be justifiable to export goods at a price which is lower than 
what the domestic consumer is paying for the same commo> 
dity 7 Obviously, we should not. And yet to earn foreign 
exchange to pay for imports we have, in the initial stages of 
development, to export commodities for which there is 
considerable domestic demand. Till such times as supply of 
commodities is stepped up appreciably, the consumer in an 
underdeveloped economy like India will have to make this 
sacrifice. 

India and GATT : Though it was born in 1947 out of 
a tangle of protectionism to maintain ''order and fair play in 
international trade” through removal of quotas and gradual 
scaling down of the protective tariff wall, as a counterpart 
of the International Monetary Fund, the GATT has not so 
far succeeded in ensuring good behaviour among its members. 
For, there have been frequent breaches of the code of 
commercial conduct envisaged under GATT and most contracting 
countries, at one time or another, have sinned against the 
spirit, if not the letter, of the Agreement. The gap between 
economic progress in industrialised and under-develoned 
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countries is ever widening. Wider international conversion to 
naore free trade is obviously required to meet the new industrial 
revolution which is now so clearly in early trend. There is, 
of course, a growing recognition that the underdeveloped 
countries need foreign aid to steer clear of their balance of 
payments difficulties and to lift themselves out of the mire of 
poverty and backwardness ; unfortunately, not more than 
mere lip service is given to the doctrine that these countries 
also need greater opportunities to increase their export 
earnings. In the crucial field of attitudes towards Asia and 
Africa, for instance, protectionism shows itself in the clear 
preference to the richer countries for aid rather than trade. 

Many of the primary producing countries are of the 
opinion that the rules and conventions which are at present 
applied to commercial policy and international trade show a 
lack of balance and are unfavourable to their interest. That 
there is substance behind this feeling has been unanimously 
agreed by the four experts who were appointed by the 
OATT sometimes ago. In their report submitted to the 
thirteenth session of the GATT, they concluded that unless 
something is done to remedy this, the GATT system of 
negotiating tariff reductions and removing other barriers to 
trade will receive a serious setback. The experts report points 
out that the agricultural protection of industrial countries,, 
pursued by various devices—price-supports, duties, quotas^ 
deficiency payments schemes—hurts many countries which can 
produce and export foodstuffs cheaply. What is even more 
disquieting is that because of agricultural protectionism, 

international trade in agricultural products has grown by a 
less than fifth in post-war years, while trade in industrial 

products has expanded by 72 per cent. 

Protectionist policies pursued by highly developed countries 
iu relation to simple manufactures have always appeared 
intriguing to India. India’s Commerce Minister, Bhri 
Nityananda Eanungo, emphasised at the thirteenth session 
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of GATT at Geneva that a real solution of the problem 
should be sought through measures which will increase the 
exports of the underdeveloped countries rather than through 
steps to enable them to curtail their imports. It strongly 
urged that steps should bo taken to remove all obstacles in 
the way of increased exports of cotton textiles, jute goods, 
tea and many agricultural products which were still subjected 
to various restrictions abroad. 

At the Tokyo Session of the GATT held in October- 
November 1959, India put forward the following suggestions 
for the expansion of the export trade of the less developed 
countries : 

(1) Beduction of levies which tend to restrict consump¬ 
tion of goods originating in less-developed countries. 

(2) Lowering of the high tarids imposed on the import 
of semi-processed and processed goods while allowing 
raw materials to be imported duty-free or on a low 
duty. 

(3) Tariff negotiations scheduled for the next year must 
aim at a relatively greater expansion of trade of less 
developed countries. 

Japan has all along complained against the continuous 
application by a number of countries of the GATT escape 
clause (Article 35) which allows them to withhold full GATT 
treatment in their trade with Japan. Fifteen of the 32 GATT 
member countries including India had invoked Article 35 to 
escape the border of any obligation towards Japan. The 
advantage of low labour costs possessed by Japan cannot any 
longer be held against her ; nor can her low interest rates 
and easy credit terms for exporters be considered unique any 
more. Similar devices are now being resorted to by almost 
all advanced countries in Europe and also the United States. 
India made a sporting gesture when Shri Nityananda 
Eanungo, India’s Minister of Commerce, announced at the 
Geneva Session in 1958 that India was withdrawing Article 
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35 in her trade with Japan which withheld the most nation 
treatment. India thus provided the lead in correotinf? an 
anomalous piece of discrimination in foreign trade policy. 
Expressing his Oovernment's deep appreciation of India for 
her action, Mr. Ichiro Kawasaski, loader of the Japanese 
delegation, assured that if any problem arose affecting a 
particular Indian industry, the Japanese Government would 
at once be ready to find a solution through bilateral talks 
■between the two Governments, thus avoiding any recourse 
to special measures. The Japanese delegate emphasised to 
the other GATT members that India had proved their 
fears of Japanese competition to be unjustified and urged 
them to follow India’s example. 

India and European Economic Community : With the 
two European Common Markets—the ‘inner six’ and the 'outer 
seven’—already under way and a third in the ofiBng in Latin 
America,® underdeveloped countries now depending substan¬ 
tially on their export earnings for financing development 
projects are apt to feel nervous. While such free trade zones 
would help to enlarge inter-regional trade, they may actually 
lead to a corrosion of the values for which the GATT stands. 
There are apprehensions in South America, Australia, New 
Zealand, in the Colonies and other tropical producing countries 
that a protectionist common market would tip the odds still 
further against primary producers. Obviously, the forging of 
the European Economic Community would place some 
primary producers, who happen to be dependencies, at an 
advantageous position over their neighbours. The overseas 
sterling area and the overseas territories of European countries 
increased their exports by 227 per cent, between 1928 and 
1955 ; 'unsheltered’ countries could manage an increase of 


9. If overything goos well, the Latin Amorican Common Market 
^mprising Argentina, liolivia, Brazil, Chile, Paraguay, Porn and Uruguay 
will come into existence this year. 
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only 113 per cent. It is a telling comment on the effects 
which the new preferences to be given by the European 
Economic Community to its overseas territories may have on 
countries left outside. A recent survey entitled ‘Britain, the 
Commonwealth and European Free Trade Area', prepared by 
the Economists Intelligence Unit for 'Britain in Europe', 
points out that for countries like New Zealand, Ghana, 
Kenya and Uganda, the possible gains in trade from the 
establishment of the European Economic Community are not 
likely to compensate for the possible losses. Bilateral talks 
have just been held in Brussels between the European 
Economic Community and the representatives of 17 countries 
like Ghana, which may suffer most from the new preferences 
the Community plans to give its overseas territories. But at a 
time when the recession is gnawing at the reserves of primary 
producers and when new commodity agreements are brewing 
up, such bilateral agreements and protectionist devices may 
actually do more harm than good. Therefore, an important 
task before the GATT countries is to find out ways of harmo¬ 
nising programmes of regional economic integration with the 
worldwide objective of the GATT. 

In March 1959, the European Economic Community made 
a first response to the pressure of its critics in GATT countries 
by suggesting some enlargement of quotas on a worldwide 
basis. But those ideas aroused little enthusiasm either inside 
the community or outside. Determined to disarm its critics 
by playing a dynamic and liberal part in world trade, the 
Community had recently announced another round of 
concessions to GATT countries and now proposes to gradually 
abolish quotas altogether. The proposal has still to bo acted 
upon ; nevertheless, it is a good augury for the Tokyo meet 
of GATT countries. 

India's views on the European Common Market or the 
European Free Trade Area will, of course, depend upon the 
policies which those countries evolve towards third countries. 
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If these policies help to encourage imports from underdeveloped 
countries and the indications ai-e that they would—India 
need not be reticent in welcoming them. Should the European 
Common Market countries develop an inward-looking aspect^ 
India might lose substantially the West European market 
towards which her trade has so far been oriented it might 
also have undesirable consequences on the economic ties 
between India and these countries in so far as India’s capacity 
to pay for imports from them and to repay credits will be 
weakened ; since certain colonial countries are associated with 
the European Economic Community, it might even have some 
politico-economic consequences which may not be welcome 
to underdeveloped regions ; and finally, should India lose the 
West European market, drastic reconsideration of her selling, 
import and trading policies might follow.^^ 

In the first five months of 1959, India had an adverse 
balance of Rs, 71 crores with the O. E. E. C. countries, the 
value of our exports being only Rs. 22 crores against the 
value of imports of Rs. 93 crores. With the European Common 
Market and the free trade area gradually taking shape, it was 
feared, not quite unjustifiably that India's trade balance with 
Western European countries might turn from bad to worse. 
It was felt that if the deepening adverse trade balance was 

10. Nearly 43 per cent, of India’s exports to Common Market countries 
consists of agricultural goods like cotton, wool, tea, coffee, vegetable oils, 
hides and skins etc., about 31 per cent of exports consists of minerals 
like mica, manganese etc.; and the rest of iinishod products. A study of 
the trade between India and Common Market countries show that most 
of India’s exports arc not likely to be affected significantly j only tobacco 
and vegetable oil exports may sufTor. But since trade between India and 
these countries is very much imbalanced, even a slight fall in India’s 
exports should cause serious concern. 

IX. It may become necessary for India to make adjustment to ensure 
that her imports from these countries are related to her export eaminga 
from them. 
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not urgently rectified, it would be difficult to increase India’s 
current cash purchases in Western Europe and to service and 
repay her foreign loans. It was in such a background that 
an Indian Trade Delegation headed by Shri K. B. Lall, 
Additional Secretary of the Union Ministry of Commerce & 
Industry left for a comprehensive tour of West Germany, 
Itali, France, Belgium and Switzerland with a view to finding 
solutions for the problems posed by the heavy and persistent 
adverse balance of trade which India has been having with 
those countries. It is good news that the Lall Mission has 
largely succeeded in impressing on the Governments and the 
industrial circles in Western Europe that their current pattern 
of trade with India cannot continue as a long-term pattern 
and unless they facilitated larger Indian exports to their 
countries, India’s imports from them would inevitably diminish 
notwithstanding the substantially enlarged requirements under 
our Third Five-Year Plan. The Governments of the Common 
Market countries have now agreed to take practical measures 
to help Indian exports within the framework of their trade 
policies and they have promised to give special attention to 
placing India’s trade with the area on a healthier basis. It 
is particularly gratifying that limited import facilities are 
likely to be extended to Indian goods pending liberalisation of 
trade under the GATT programme. The delegation’s main 
achievement is that it has paved the way for supplementary 
exports from India against supplementary imports from some 
of the Western European countries. Fertilisers, artificial silk 
yarn and watches are listed as some of the articles to be 
imported into India, and to be paid for increased exports from 
India ; and under the same arrangement, steel products and 
machinery for projects in the public and private sector may 
be imported in the near future. 

Hitherto, the aim of foreign collaboration in Indian 
industrial projects has been to produce goods for the internal 
market. The Lall Mission explored the possibilities of 
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developing Indian ore mines in collaboration with the European 
Goal and Steel Community, the ore to be mined mainly for 
export. It is also possible that the ore may be processed into 
pig iron in India and the latter exported. To those good 
gestures of Western European countries, Indian exporters owe 
an obligation to make sure that the goods exported are of 
the required quality and standard and fulfil the needs and 
satisfy the tastes of consumers abroad. In cultivating new 
export markets, strict adherence to quality is a ‘must*. 


APPENDIX I 

A Note on the Value of the Rupee 

It is believd in some quarters that the Indian rupee's 
place is “among a dwindling number of softer currencies" in 
the world and that the rupee has reached the stage of 
“fundamental disequilibrium” from where it can be rescued 
only by the drastic measure of devaluation. It has therefore 
been persistently argued that the overvaluation of the rupee 
which has hindered our exports and consequently exchange 
earnings should bo corrected. But according to a study 
compiled by the United States News & World Report about 
a year back, the Indian rupee has during the last decade, 
stood up than the currency of all other countries except that 
of Switzerland ; the dollar has gone down by 20 per cent., 
the sterling by more than one-third ; the French franc by 
almost two-thirds ; the Swiss franc by 11 per cent, and the 
Indian rupee by 18 per cent. The rupee still commands a 
premium in many of the Asian countries and in some cases 
this premium is as high as that on the American dollar. 

However, let us examine what the critics have to say. 
They contend that (1) the fact that the quotations of the 
Indian rupee (in terms of foreign currency) have always 
moved parallel to those of transferable sterling does not- 
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indicate the inherent worth of the rapee. It merely refleote 
the free market valuation of transferable sterling with which 
the rupee is still linked in respect of international trans¬ 
actions, (2) As against the claim that Indian prices have 
been relatively stable while substantial price rises have 
occurred in 38 countries, which accounted for 78.5 per cent, 
of world trade in 1957, daring the last decade, Indian prices 
have actually risen steeper than that in 31 countries in this 
group during the past three and half years. (The critics how¬ 
ever point out that price stability and currency soundness 
are not the same thing and the distinction must be made 
between the two. The ultimate test of a currency, according 
to these critics, is the ability of the country to maintain and 
extend its position in the world markets rather than the 
absolute level and trend of domestic prices.) (3) In the 
absence of free-market conditions in the world without 
exchange control, we have no means of evaluation of the 
relative stability of the external values of Indian and other 
currencies. (But the relevant data and their assessments by 
the International Monetary Fund are sufficient to indicate to 
these critics that the Indian rupee is among the world's 
softer currencies.) 

These arguments of the critics however are not sound. 
Even if the favourable quotations of the Indian rupee in the 
world's free markets for foreign exchange are due to no other 
reason than the soundness of transferable sterling, the quotations 
remain quotations. The United Kingdom has gained in many 
respects from the Oommonwealth ; there is no harm if our 
currency gains in its external value from this country's 
membership of the sterling area. 

This is not to deny that over the last few years, the 
internal purchasing power of the rupee has depreciated 
significantly. That the internal value produces an impact on 
the external value of the currency is also admitted* But if 
anybody wants to make a theory that diminution of reserves 
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and inability to dismantle import restrictions should neces¬ 
sarily be followed by devaluation, the position becomes 
untenable.^ In that case, all developing countries—which 
suffer from adverse terms of trade, resort to import controls 
to make the utmost possible purposive canalisation of their 
foreign exchange resources and spend their reserves on import 
of goods with a high growth potential—would be called upon 
to devalue their currencies. 

Everyone knows why the fluctuating exchange parity 
which was in best conformity with a free market principle 
had to be abandoned. It is also quite well-known why 
exchange control had to be clamped all the world over. If 
the interests of far more developed countries demanded 
deviation from free-market principles, why cannot some elbow 
room be provided for the newly developing countries such as 
India ? This question is important because in the free 
market that exists today Indian quotations are still favour¬ 
able. And as the critics admit themselves, we have no means 
of comparing the soundness of different currencies. -If it has 
not been proved that the depreciation of some major curren¬ 
cies of the world has not been even greater, the case for 
devaluation of the Indian rupee cannot certainly be seriously 
argued.” The critics' hope that devaluation would help 

1. ‘The Worth of tho Bupeo’—A Boviow of Prof. B B. Sbonoy’s 
pamphlet, ‘^Stablity of the Indian Bapeo'\ by Sailen Gbosj. Tke New 
Socialist, No. 26, Deoomber, 1959. 

2. In a recent statement at Bombay, tbc Union Deputy Minister of 

Finance, Mrs. Tarakeswari Sinha observed '*lhat tho fall in the exchange 
rate of tho Indian rupee in tho markots’ is no reflection on the 

intrinsic value of the rupoe. Tho so-called deoline in the value of the 
rupee abroad refers only to the opan market in rupee notes which are 
used in eSeot> to finance unauthorised transaotions. As far as the 
Indian Exchange control is concerned, all transactions between India 
and the rest of the world are sot at the ofiioial rates with a permissible 
variation of 1 per cent, either way under tho International Monetary 
Fund regulations. The fluotuations in the rates of exchange in the free 
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inorease our export earnings is not founded on facts. True, 
increased domestic consumption has reduced the volume of 
our exportable goods. But this does not necessarily lead to 
the conclusion that the demand in the home market has to- 
be lessened by lowering the exchange rate of the rupee. If 
need be, higher excise duties may be imposed to discourage 
home consumptiou. The argument that by cheapening our 
exports, we can induce other countries to boy our goods in 
largo quantities is correct. But this cheapening of the costs 
should be sought in larger supply of agricultural raw 
materials at homo, increased production, economies of scale 
etc. This process would also bring down the price level at 
home and thereby keep wage costs within limits which, 
again, will insure against price rises. 

Even if wo take for granted that as a result of devaluation 
'*India might put on the world market larger supplies than, 
she had been doing hitherto*’, there is little prospect that 
the total export earnings will be larger. The elasticity of 
demand for our export goods, as also our capacity to supply 
them, is not so high as to make up for the smaller earnings 
per unit of export. It is true that business spokesmen have 
often talked of the possibility of sixablo increases of even our 
existing items of exports. Even if we accept their optimism 
that “tea export could be much higher if some fiscal burdens 
are removed and that manganese ore export could bo increased 
if the freight charges are suitably adjusted or that export of 
cotton and jute manufactures could bo increased if only 
rationalisation and modernisation processes are a little 


markets do not aUect legal trade and other transactions which cover tho 
vast majority of our foreign exchange dealings. Tho reason for the 
fall in the exchange rates of tho rupee in the free markets is that 
the Government has been tightening up regulations regarding import and 
oonvertibility. By and large, tho dcclino in the valuo of tho rupee 
internally between 1U48 and 1958 was about tho same as in West 
Germany (1.7 per cent.) and in U.S.A. (1.8 per cent.). 
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expedited"’i there remains little justification for a measure 
like devaluation. Devaluation is sure to increase our import 
costs considerably. Our imports at present consist of capital 
goods and essential raw materials which cannot be curtailed. 
This country has to find Bs. GOO crores for interest and 
amorisation payments during the Third Plan alone. Devaluing 
the rupee will mean both the principal and the interest 
charges will be higher. 


20 



CHAPTER XV 

INDIA and the BRETTON WOODS ORGANISATION 

A developing economy like India is bound to be faced 
with the problem of an acute paucity of international liquidity. 
India will have an import-surplus phase for a fairly long 
period because, on the one hand, she will have to import 
capital goods on a largo scale and also because the develop¬ 
ment expenditures will give rise to a secondary payments 
deficit in her international accounts. The “dovolopmont- 
induced” trade deficit might degenerate itself into a severe 
payment crisis, involving a serious pressure on the reserves 
and on the exchange rates, unless it is possible to obtain an 
easy and sufficient flow of short-term and long-term funds 
from abroad. The Bretton Woods Organisations—the I.M.F. 
and the I, B. li. D.—can go a long way to help India in her 
development elTorts by making available international liquidity 
on an adequate scale. 

Before we attempt a review of the assistance provided by 
the Bretton Woods Organisations to India, let us first briofiy 
explain the mechanism of these two institutions. The fund 
engages itself in short-term financial operations and enables 
member countries to bridge short-period- disequilibrium in 
their international accounts. The Fund commands an 
‘‘assorted proof” of currencies subscribed by member countries 
according to a quota system—a part of the quota was paid 
in gold, but the major portion was contributed in terms of 
each country’s currency. The Fund gives short-term accom¬ 
modation to a member country experiencing strains in its 
cfirrent account. Normally, a deficit country can, in exchange 
for its own currency^ obtain credit from the Fund upto 25% 
of its quota in course of a year. But, in accordance with 
the principle of Stand-by Credit Arrangements, a member 
country can, according to the Fund’s disoretion, obtain stand* 
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by arran£,^cmeDts greater than the maximum of 26% of its 
•quota/ The deficit country has, however, to repurchase 
with gold or other convertible currencies its own currency 
held by the Fund in excess of its quota. The borrowing 
country has also to pay a pro^jrossivo charge, usually in 
gold, when the Fund’s holding of its currency is greater 
than its quota. c\ll these ensure that the Fund is not 
burdened with excessive holdings of soft currencies. The 
Fund recognizes that a balance of payments disequilibrium 
is essentially a two-sided affair. Thus, through its “scarce 
currency ciause’^ the Fund aims to put pressure on the 
surplus-country to reduce its surplus by stimulating domestic 
expansion of incomes, or by ecaiing down tariff* walls, or by 
launching a programine of long-term foreign investment. The 
Fund also stands for a managed flexibility of exchange jatos. 
Thus, a member country can change the par value of its 
own currency to the extant of 10%. A bigger change, how¬ 
ever, requires the approval of the Fund. But the Fund 
always approves of a requested change in the part value of a 
member’s currency, if it is necessary to correct a “funda¬ 
mental disaquilihrium’*.* 

While the Fund engages itself in short-term financial 
operations, the World Bank is, on the other hand, primarily 
concerned with long-term investment. The World Bank aims 
to promote “private foreign investment by moans of guarantees 
and participations” and also seeks to provide finance for 
productive purposes out of its other rosouroes”. The Bank, 
like the Fund, is based on a quota system. A member 
country’s total subsoriptiou consists of three parts : (i) 2% 

1. Vido Article V, Section 8 of the Agroomont. 

2, The Rymptoms of a lundaraeiital disoquilibriuni arc usually a 
critical loss of gold, rapid depletion of foreign exchange reserves, or 
inability on the part of a country to maintain a satisfactory level of 
employment without exchange control, oxohango depreciation, or increased 
fiarifis. 
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of the subscription is paid in gold or XJ. S. dollars, and this 
can be freely lent by the Bank ; (ii) 187o of the subscription 
is paid in member’s currency and can be lent by the Bank only 
with the permission of the member ; and (iii) the remaining 
80% of the subscription is not available for lending. This 
part of the subscription constitutes a contingency reserve 
which remain uncalled except to meet obligations for loans 
or guarantees. The World Bank advances loans for specific 
projects of reconstruction or development. "To be of maximum 
effectiveness Bank investment must be devoted to those 
undertakings which will contribute most to the strengthening 
of the economy of the borrowing country.”® The Bank 
loans, however, are designed to meet only the direct foreign 
exchange cost of a project and, except in very special 
circumstances, do not finance the "local currency expenditures” 
—i.s., the foreign exchange cost of importing goods induced 
by the investment in a specific project. 

Let us now discuss, seriatim, the assistance obtained by 
India from the I. M. F. and the I. B. B. D. The inaugura¬ 
tion of the I. M. F. in 1945 heralded an era of closer 
monetary co-operation among nations. India joined the Fund 
as an original member, and, from the very start, obtained a 
permanent scat on the executive directorship. India notified 
to the I. M. F. that the par value of the rupee would bo 
0.0086357 ounces of fine gold on the basis of the then 
prevailing exchange rate between the rupee, the sterling, and 
the dollar. It was decided not to change the par value of 
the rupee in the downward direction, in keeping with changes 
in its internal value, because of the realisation that in the 
immediate post-War years first priority should be given to 
increased production rather than to exchange adjustment. lb 
was maintained that the disequilibrium in the balance of 
payments was mainly due to structural changes consequent 

8. Annual Report of the LB.R.D. for 1949-50 : p. 9. 
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upon the War and the partition rather than owing to the 
internal monetary factors. In any case, it was argued that 
the situation was so *‘fluid** that it was not wise to experi¬ 
ment with a now lower ratio. 

By 1949, the reconstruction of war-shattered Europe, was 
more or less complete, owing largely to the assistance forth- 
ooming from the “dollar zone’*. But now the West European 
countries were faced with the serious problem of dollar 
shortage. It was strongly felt that a re-adjustment of the 
exchange rate could go a long way towards bridging the 
deficits on the dollar accounts of the West European 
countries. Consequently, in September, 1949, the Fund 
approved a major devaluation on the part of twenty-eight 
non-dollar countries, including India. In the case of India, 
it was obviously necessary to bring about a downward 
revision of the exchange rate to adjust the rate of exchange 
to the changes in the internal value of the currency. Left 
alone, however, India would have preferred to postpone the 
decision to lower the par value of the rupee. But, as a 
“defensive measure”, she was forced to devalue her currency 
to the tune of 30.5 per cent, of the internal par value. This 
was the first major use of the Fund provision by India. 

India also availed herself of the Fund facilities from the 

very start. Development in India*s balance of payments are 

invariably reflected, int&r alia, in India’s dealings with the 

Fund. A review of the leading operations of the Fund shows 

that the ‘ Fund-India relationships’* have been always close 

and accommodating. During 1948-49, there came into 

existence a “big bulge” between India’s exports and imports. 

This was, to some extent, due to the inflationary potential 

latent in the post-war economy, but it was more directly 

the outcome of the structural changes consequent upon the 

partition, After partition, India became a net importer of 

raw jute, raw cotton, and food-grains. In March, 1948, 
« 

India borrowed for the first time from the Fund $28 million. 
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An addifiional loan, to the tune of $72 million, was obtained 
in course of the same year. Takinc; the First Five-Year Plan 
period as a whole, the actual current deficit was much below 
than that had been env'safied. This favourable turn in 
India’s balance of payments, on account of a lower level of 
imports of food and machinery and also because of the 
hogging behind of the planned targets of the actual levels of 
investment, enabled India to bring about a substantial 
liquidation of her short-term liabilities to the Fund, through 
repurchase of rupees to the extent of Bs. 17.2 orores each 
in 1963-51 and 1961-56, and of Bs. 7.1 crores in 1955-56. 

The inauguration of the Second Plan, however, brought 
about an unfavourable swing in India’s balance of payments. 
The large emphasis of the Second Plan on the quick develop¬ 
ment of the heavy and basic industries, the larger imports 
of foodgrains necessitated by the extensive failure of 
monsoons, draught and Hood, the larger imports of “defence 
stores”, the unwise and unimaginative liberalisation of 
import controls in 1955-57—all these gave rise to a severe 
payments deficit, which put a serious pressure on India’s 
meagre foreign exchange reserves. In July 1957, when the 
sharpest edge of the payments crisis was felt, India’s foreign 
exchange reserves amounted to about Bs. 467 crores which 
left a free reserve of only Bs. 67 crores, since in terms of 
the Beserve Bank of India Amendment Act of 1956, the 
Bank had to keep a minimum reserve of Bs. 400 crores’ worth 
of gold and foreign exchange securities. Taking Bs. 40 
crores as a working balance, what was left over as free 
reserve was hardly sufficient to cater to the requirements of 
even a couple of weeks. It was at this crucial stage that 
significant assistance was obtained from the Fund. Daring 
the first half of 1957, India obtained from the Fund credit 
worth $200 million (Bs. 95 crores). This represented 50 per 
cent, of India’s quota, and was the maximum she could 
borrow from the Fund in a year. 
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Tho following table sammarizes India's exchange trans- 
actions with tho Fund, covering, drawings and their payment 
over the past decade : 


TABLE I 

Exchange Transactions : Drawings & Their Payments. 

(In millions of U,S. Dollars) 


1918 ; 1949 j 1954 


1965 


68.8 


81.7 -46.7 -40.7 


1956 


-12.5 


1967 


200 


Total Fund loans 
from the beginning 
of operations to 

April 30. 1969._ 

Gross 1 


800 


Net 

200.1 


(Source : Annual Eoporfc of the I. M. F. for l9o9) 

It is apparent from the above table that India drew 
$100 million from the Fund between 1948-49. This amount 
was repaid in throe instalments—$46.7 million in 1954, 
$40.7 million in 1955, and $12.5 million in 1956. In 1967, 
India obtained from the Fund $200 million, which is still to be 
repaid. 

The above review of tho Fund-India relationships makes 
it clear that the Fund has served India well in her develop¬ 
ment efforts by making available international liquidity to 
ease short-term balance of payments difficulties. But an 
appraisal of its ten years’ working reveals certain important 
limitations and shortcomings. In the first place, a review 
of the Fund’s lending policy is urgently necessary. The 
Fund should discard its existing cautious lending policy and 
should help an underdeveloped economy like India by making 
available tho exchange necessary to meet a secondary 
payments deficit induced by development expenditures, by 
allotting scarce currency, if necessary, and also by allowing 
exchange adjustments in the event of a "fundamental 
disequilibrium" in tho balance of payments of the debtor 
country. The Fund should discard the unemployment 
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eriterion of "{nndacnental disequilibrium" and should permit 
exchange adjustment when there is a critical loss of gold of 
the debtor country or a serious depletiion of its foreign 
exchange reserves. Secondly, the Fund should change its 
attitude towards **control over exchanges". The Fund should 
clearly realize that import restrictions, and even, in excep¬ 
tional cases, discriminations, are an essential cog in the 
fiscal-monetary mechanism of an economy aiming at rapid 
economic development on a planned basis. Indeed, in a 
developing economy like India an “import-squeeze*' policy is 
of crucial importance.^ Finally, it should be noted that the 
Fund is based upon the principle that most countries would 
normally experience neither deficits nor surpluses in their 
international accounts in the long run. It was assumed that 
a country which had a deficit in depression should turn 
around and have a surplus in the “boom" phase of the 
cycle. This would enable the country to repay its borrowing 
and finance the deficit. Hence, it was thought that assistance 
from a relatively small pool of resources to case short-run 
balance of payments difficulties, and, when necessary, to 
permit orderly exchange adjustment, would be sufficient. But 
it was not adequately recognised that if surplus and deficit 
did not cancel out over the period of the cycle, the Fund 
might be entangled in considerable difficulties.® In fact, a 
developing economy like India is likely to have a persistent 
disequilibrium in her international accounts for a fairly long 
period, and, unless, the Fund is well-equipped “resouroo-wiso", 
it is unlikely to make a substantial contribution to the stock 
of international liquidity. It was this realisation which 
prompted the Executive Directors at the 13th meeting of the 
Board of Governors of the Fund held in New Delhi in October, 
1958, to put forward the proposal to augment the Fund's 

4. Asoko Kumar Cbaudhurl: *‘lndia and the International Monetary 
Fund'* (A.l.C.C* Eoonomlo Beviewt Vol. X, No. a2, March 15, 1969). 

5. Ibid, 
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rosources by increasing the quotas of the member countries. 
It has been decided to increase the quota of the members to 
the tune of 50%, 25% of which will have to be paid in gold. 
India's quota will increase from $400 million to $600 million 
and she will have to pay $50 million in gold. 

This enlargement of the Fund’s resources will he in India's 
larger interests to the extent that larger resources of the Fund 
increase its lending capacity. But it should be noted that 
uven then the Fund cannot effectively solve the grave problems 
of international liquidity. India requires not merely short¬ 
term accommodation to cover secondary payments deficit 
generated by development expenditures ; she is also sorely in 
need of long-term accommodation to facilitate the import of 
capital equipments on a large scale. It is in this context 
that we can appreciate the role that the World Bank can 
play in easing the serious problem of international liquidity 
facing an underdeveloped country like India aiming to break 
away from a state of “underdevelopment equilibrium". 

India has been receiving a major portion of the development 
loans advanced by the World Bank to the underdeveloped 
countries. This will be evident from the following table : 


TABLE II 


Summary Statement of Loans Advanced upto 
June 30, 1959 

fExpressed in U.S* Currency} 


Countries 

Disbursod I 

portion | 

UndisVmrscd 

portion 

Total 

India 

867,647,133 

76,693,875 

444.241,003 

Burma 

9,976,010 

9,878,990 

19,850.000 

Ceylon 

12,686,889 

11,128,611 

28.810,000 

Pakistan 

70,410,760 

88,682,993 

108,993,758 

Thailand 

40,114,710 

68,468,368 

98,578.078 


(Source : Annual Report of the I. B. B. D. for 1968-59) 
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Before the inauguration of the First Plan, the aid 
authorized by the World Bank to India amounted to Bs 27 
crores, and it was about Es. 30.7 crores during the First Plan. 
Of the total aid authorized upto the end of the First Plan, 
only Bs. 33.8 crores wore utilized. It was, however, with the 
inauguration of the Second Plan, that, at a crucial stage^ 
significant assistance was obtained from the Bank. During 
the first three years of the Second Plan, Bs. 183.76 crores* 
worth of aid was authorized by the I.B.B.D. The Bank also 
convened two meetings in Washington, first in August, 1958 
and the second in March, 1959—the participating countries 
being the U.S.A., the U.K., Canada, West Germany, and Japan— 
to find out the means of meeting India's foreign exchange 
requirements during the rest of the Second Plan period. 
Foreign assistance to the extent of §360 million was obtained 
as a result of the first meeting, while a substantial amount 
was promised in the second meeting to bridge the foreign 
exchange gap in the year 1959-60. The following table 
summarizes the I.B.B.D. aid authorized and utilized upto the 
end of March 1969 : 


TABLE III 

1, B. R. D. Assistance—Authorized and Utilized 


Aid Aid uti- B»linco ; Aid Total jEstimated Balance 

authori- lized up- j available authorized available 'utilization available 

zed upto to the for uti< | between for utili- 'bntwoon for uti- 

the end of end of the. Ijzation ‘April *56 zation ;April ’56 lization 

the First First during ' & M.arch during March as at the 

Plan. ! Plan ' the 2nd 1950 the 2nd | .1050 end of 

_^_J^PIan _;_ Plan ! March ’59 

57.7 \ m.8 . I.28;0 I 1818 ~ i 207.^" V 162.5.j ' 45.2 '" 

[ Source: Eeport on Currency and Finance (Beserve Bank of 

India) 1958-59 ] 

It is interesting to note that the railways have obtained 
the bulk of the loans advanced by the I.B.B.D. to India. 
Thus, upto January 1, 1969, the railways secured Bank 




INDIA & TUB BBBTTON WODDS OBGANISATION 315 


assistance worth Bs. 98.95 crorcs as against Es. 74.99 crorcs 
obtained by tho Iron and Sfceel industries and Es, 24.86 
croros received by tho power projects. AEjriculture obtained 
only Bs 3.43 crores from tho Bank before tho inauguration of 
the First Plan and this sector of the Indian economy has 
not received any further assistance. 

There can, therefore, bo little doubt that the World Bank 
has served India well by making available lon?-term loans. 
But tho Bank can be of still t^roater usefulness to an under¬ 
developed country like India, if it puts a diCferont interpretation 
on the “sound and productive projects’* it intends to finance. 
The -present practice of tho Bank is to jud^o “soundness” and 
“productivity” solely by the criterion as to whether the 
borrowing country is capable of meeting its obligations. But 
this narrow interpretation is not helpful in the context of an 
underdeveloped country like India. In such an economy, the 
inducement to invest is limited by the small size of the 
market, because tho marginal private net product is less than 
the marginal social net product. A balanced industrial 
expansion, generating external economies in the market sense, 
will increase the extent of the market. It is, therefore, desirable 
that the World Bank, instead of viewing “productivity” of a 
specific project from a narrow angle, should look at it from 
the broad development and social angle.° 

Again, it should bo noted that although the dollar resources 
of the Bank are very important, yet the Bank is severely 
handicapped in this respect by tho market conditions prevailing 
in tho U.S.A, The Bank cannot augment its dollar resources 
substantially by ’ issuing bonds since the American investors 
are not prepared to absorb I. B. B. D. bonds in excess of the 
unpaid 80% of tlie American quota. This considerably limits 
tho capacity of tho Bank to provide international liquidity on 

6. Asokc Kumar Cbaudhnri; ‘*Tbe World Bank and the Underdeveloped 
Countries" (A.I.G.O. Economic Beviow, Special Number, January 16, I960)* 
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a sufficient scale. The Bank has always emphasized this point 
and, therefore, to further facilitate the underdeveloped economies 
in their development efforts, a new international financing insti¬ 
tution, the International Finance Corporation, was inaugurated 
under the auspices of the World Bank in 1956. The Bank 
cannot grant direct advance to private enterprise and requires 
a Government guarantee. The I. F. 0., however, can give 
direct assistance to private enterprise. The I. F. 0. has an 
authorised capital of §100 million and it can borrovr funds by 
selling its own bonds and obligations. 

The International Development Association; The 
willingness of the World Bank to augment the flow of long-term 
capital to the underdeveloped countries was evident when in the 
1958 Bank-Fund Conference hold at New Delhi the idea of an 
International Development Association was mooted. At the 
last annual meeting of the Board of Governors of the World 
Bank hold recently in Washington, the representatives of the 
68 member countries unanimously resolved to set up an Inter¬ 
national Development Association. Tho Articles of Agreement 
are now being worked out by tho executive directors of tho 
Bank for submission to the Board of Governors and in all 
probability the new agency will start functioning by the 
middle of this year. 

The object of the I.D.A. is to supplement the lending 
activities of tho World Bank. As we have already said, tho 
World Bank at present usually gives medium and long-term 
credit to member countries for financing specific projects in 
the sphere of transport, power, agriculture etc., which satisfy 
canons of sound banking. However, to speed up the develop¬ 
ment of underdeveloped countries, there are a number of 
other basic projects equally essential, though they do not 
yield adequate monetary return for servicing the aid obligations. 
Alternatively, the gestation period of some of these projects 
is usually very long and these may not become financially 
eelf-Bufficient before 20 to 30 years. It is also possible 
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that in the initial stages of development, underdeveloped 
countries would find difficulties in amortising foreign loans at 
a rate which involves a significant drain on their export 
earnings. The I.D.A. is designed to overcome all these 
handicaps. It would lend money to underdeveloped countries 
on a long-term basis at reasonable rates of interest repayable 
in full or in part in national currency. The rate of interest 
may bo around 2 % as compared to 4 to G% charged by the 
World Bank ; and the repayment period would be extended 
beyond the usual limits of about 15 to 20 years applicable to 
World Bank loans. 

The initial authorized capital of the I.D.A. would be 
1 billion U.S. dollars, of which 50 per cent, would be contributed 
initially and the remainder in five annual instalments. The 
U.S. subscriptions would be §300 million, that is to say, 
nearly 1/3 of the total. Members would pay their subscrip¬ 
tion partly (20%) in gold or fully convertible currencies, and 
partly (80%) in their national currencies. This would, 
in effect, secure a sum of §700 million in fully or partially 
convertible currencies which would be available to the agency 
for its lending purposes. The amounts subscribed in national 
currencies would be for procurement of nationally produced 
goods and services for use in connection with the projects 
financed by the I.D.A. in the countries concerned. The I.D.A. 
is to be given authority to call for additional capital from 
member countries when the initial capital is fully lent. In 
addition to the capital resources, it is envisaged that the 
national currency balances, which the U.S. receives from the 
sale of its surplus agricultural products under its Public Law 
480 programme will also be available to the new agency. The 
I.D.A. is to function as a close affiliate of the World Bank and 
can draw on the services and the experience of the World 
Bank in administering effectively its funds. 

The n.S.A. has a special interest in sponsoring the I.D.A. 
During the post-war period, the main burden of the massive 
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economic assistance to the free world was borne by the 
U.S.A. Despite an annual surplus of $3 billion on its 
trading account, the outflow of funds from the U.S.A. in the 
shape of government grants, loans, private investments and 
military aid has increased its payment deficit to as much as 
$4 billion in 1963-59. Consequently, the outflow of gold 
from the U.S.A. was of the order of @1.5 billion in that 
year, although in recent months, it has tended to decline signi¬ 
ficantly. Even though the present U. S. reserves of gold 
constitute about 1/3 of world reserves (excluding Eussia and 
International Financial Organisations), the anxiety of the 
U.S. authorities to reduce the strain on external payments 
is understandable. Now that the other European countries 
have made significant economic progress partly as a result 
of the Marshall Aid, the U.S. authorities feel that Europe 
should shoulder a part of the burden of economic assistance and 
the I.D.A. is designed to represent the co-operative endeavour 
of the advanced countries to assist their loss affluent brethren. 

Some advanced countries are of the view that if the new 
institutions extend 'soft loans' repayable in national currency, 
it is likely that the financial discipline of tho underdeveloped 
countries, which even otherwise find difficulty in maintaining 
stability while striving for development, will be adversely 
aflTected. Such a fear, however, seems unfounded since the 
operation of those now institutions is entrusted to the World 
Bank which is not likely to relax its usually high standard 
of appraisal, although it may he more liberal in its approach 
than in respect of its own loans. In fact, the softness of tho 
loans would stem more from the facility of repayment in 
national currencies rather than from any wide deviation in 
the normal criteria on approving the projects. 

Another criticism is that the extension of loans repayable 
in soft currencies and the U.S. counterpart funds would 
introduce considerable distortion in the pattern of industrial 
trade. On a full examination of the relevant facts, it looks 
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as if thero is little validity in such an argument. It is true 
that the U.S. Counterpart Funds could bo normally used to 
import capital equipment from the major European countries 
in which the U.B. holds balances in national currencies. 
Bat it must be noted that the balances held by the U.S.A. in 
these countries are insignificant when compared to its balances 
in other less developed countries. Therefore, contrary to some 
optimistic view, the I.D.A. cannot be effectively financed to 
any appreciable extent with such national currencies and its 
capital will have to bo supplied by contributions in hard 
ourrencies. The facility of repayment in national currencies 
may create an obligation to buy goods from the undor- 
-devoloped countries as part of repayment. But the extent to 
which such repayments would distort the pattern of trade is 
difficult to envisage. Perhaps, the distortion, if any, would 
not bo more serious than what is happening at present as a 
result of the operations of the special financing agencies such 
as the export-import bank and other institutions specially 
designed to step up European development. 

The important question for the underdeveloped countries 
is whether this new agency would augment the supply of aid 
funds significantly or whether it would merely re-route 
through an international agency the assistance already 
rendered by the U.S.A. and other European countries. It 
is not definite that financial assistance would flow at an 
enhanced rate. If the agency is to utilise the U.S. Counter¬ 
part Funds, it would only be bringing into a multilateral form 
to that extent the very funds already available through 
bilateral negotiations. Therefore, the hulk of the resources 
of the new agency should come from fresh capital contributions, 
replenished from time to time as the original contributions 
get disbursed. In pooling together economic aid, the European 
countries, along with the U.S.A. should make contributions 
on a scale commensurate with their economic progress. 
Unless tbifa is done, the resources of the organisation may not 
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be adequate and perhaps may not even be equal to the 
resources presently available under the bilateral agreements. 
In this respect much would depend on the attitude of the 
European countries as to how far they would like to contri* 
bute to I.D.A. 

Apart from the adequacy of resources, the operational 
procedure and the criteria for assessing loan applications 
should be made flezihle so ns to provide for the large 
differences in the economic situation existing in the various 
underdeveloped countries. While formulating the Articles of 
Agreement, the executive directors of the World Bank should 
therefore take into account not only the special developmental 
needs of the underdeveloped countries but also introduce 
adequate provisons to make I.D.A. an effective instrument for 
channelling an increasing volume of aid from the Western 
countries. It should, however, bo stressed that it is only the 
combined effort of the* Big Four’—the I.M.P., the World Bank, 
the I.F.C. and the I.D.A—that can successfully solve the great 
problem of international liquidity, which is impeding rapid 
economic development of the underdeveloped countries. 



OHAPTEB XVI 

THE TWO PLANS AND THE THIRD 

For various reasons, India’s First Five-Year Plan started 
under very unpropitious circumstances. Sterling payments 
to the U. E. and Pakistan, decontrol of imports and prices 
in 1948, increased spending out of past accumulations by 
both government and private agencies, crop failures and so 
on had caused foreign exchange balances to drop substan¬ 
tially and domestic prices to rise substantially. The Korean 
War helped strengthen the foreign exchange position some¬ 
what, but greatly worsened the price situation. The First 
Plan started, in other words, in a climate in which 
inflationary pressures had just begun to ease, food shortage 
was still serious, and government had to exercise considerable 
restraint in its spending. This was certainly not the climate 
for programming on a grand scale. 

Under the circumstances, the First Plan concentrated on 
two things. First and foremost, it sought to integrate the 
programmes of the various state governments and government 
agencies in India into a consistent pattern. In the second 
place and perhaps more importantly, it sought to fit all these 
into the perspective of a long-term programme and prepare 
the nation for a more massive effort in the future. By 
clarifying the inter-relations in the economy ; by emphasising 
the magnitude of the task involved ; by setting out the 
conflicts in policy and imbalances in growth that might have 
to be faced during periods of sustained economic development ; 
and by drawing attention to the need for changing traditional 
social institutions and attitude in a way that fostered 
progress, the First Plan contributed to constructive effort in 
a manner which was probably more significant than its 
direct effort on capital formation. 

The First Plan thus endeavoured to work out a scheme 
of priorities in terms of which to proceed further with a 
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view to restoring balance to the economy and laying 
simultaneously the foundations of orderly development. It 
was in this sense an attempt to syntbetise and co-ordinate 
the development programme that had already been initiated. 
A number of public investment projects were included in 
Government development schemes because they were supposed 
to be of the basic investment type. The inclusion of these 
investment projects in the development expenditure of 
Government was something new. because so long development 
expenditure meant mainly appropriations for the basic 
community services like education and health. But another 
noticeable feature in the Plan was the Government's attempt 
in seeking the collaboration of private enterprise to find out 
the maximum extent to which private investment could bo 
expanded. The Plan indicated for the private sector an order 
of priorities and prescribed the framework of policy within 
which the programmes were to be proceeded. The organised 
sector of private enterprise was thus sought to be planned. 
The vast unorganised sector, namely agriculture, small 
industries and trade was however left outside the Plan. This 
meant in effect that less than 10 per cent, of the total 
economic activity carried on in the country could be directly 
brought within the purview of the Plan. Indirect effects on 
other sectors must have called for investments and activities 
not reckoned in by the Plan itself. The Flan was therefore 
something more than the public and private expenditure projects 
which went into its making. The expenditure schemes by 
themselves did not constitute the Plan. They were just the 
prime movers that set the rest of the economy in motion.^ 

The First Five-Year Plan, finally approved in December, 
1952, envisaged a total development expenditure of Bs. 2068.8 
crores in the public sector and about Bs. 383 orores in the 

1. Prof. Dhirosh Bhattaoharja : India's Five-Year Flant^An Bconomio 
Analysis. 
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private see tor. The expenditure targets were revised in 
1953*64 and the public sector’s development expenditure 
expanded to Bs. 2356 crores. The major part of public 
development expenditure was to be directed towards the 
eonstruotion of such things as irrigation works, electricity 
generating stations, roads and railway equipments, which 
were to set the ball of productive activity rolling throughout 


the whole economy. The 

public sector expenditure was 

e.llocated to different heads of development as under: 



(Bs. Crores) 

Agriculture and Rural development 

372 (16 p.c.) 

Irrigation and Electricity 


661 (28 p.o.) 

Industries and Minerals 


179 ( 7 p.o.) 

Transport and Communications 

556 (24 p.c.) 

Social Services and Behabilitation 

647 ^3 p.c.) 

Miscellaneous 


41 (2 p.c,) 



Bs. 2356 crores 

The Plan envisaged the 

following 

targets of increased 

production : 




mo-51 

1955-56 

Foodgrains 

52.7 

61.6 m. tons 

Cotton 

29.7 

42.2 lakh bales 

Jute 

33.0 

53.9 1, 

Sugarcane 

5.6 

6.3 m. tons 

Oilseeds 

5.1 

6.5 t. II 

Finished Steel 

9.8 

15.7 lakh tons 

Oement 

26.9 

48.0 II ,1 

Aluminium 

3.7 

12.0 thousand tons 

Machine tools 

1.1 

4.6 no. in thonsandf 

Power Pumps 

34.3 

85.0 II I, 

Mill Cloth 

3718 

4700 million yards 

Handloom Cloth 

810 

1700 

Jute manufactures 

892 

1200 million tons 

Shipping tonnage 

211.0 

316 Qrt 
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1960-61 1955-66 

FertiliserB : 

Ammoniuiii Sulphato 46*3 450.0 thousand tons 

Superphosphates 55.1 180.0 ,i i» 

and the following targets relating to the social services : 
Education : 

No. of students reading 
in primary 




schools 

151.1 

187.9 lakhs 

do 

in 

junior basic 
schools 

29.0 

62.8 lakhs 

do 

in 

secondary 

schools 

43.9 

67.8 thousands 

do 

in 

industrial 

schools 

14.8 

21.8 „ 

do 

in 

other voca¬ 
tional training 
schools 

26.7 

43.6 „ 

Health : 





Hospital 

beds 

106.5 

117.2 thousands 


Dispensaries 6587 7455 

Oo-operative Institutions 161.9 211.1 


Translated into national income terms, these targets 
simply meant that the additional net income generated in 
the final year of the Flan would be about Bs. 1000 crores. 
In other words, national income would rise from Bs. 9000 
crores or so in 1950-51 to Bs. 10,000 crores in 1955-56 or a. 
rise of 11 per cent, in five years. 

The investment projects and the achievement of targets 
together constituted the scheme of action while the strategy 
of action was contained in the accompanying financial plan. 
In addition to the financial mobilisation, there was some 
attempt, through Community Development and other projects 
involving public co-operation, to bring additional real resources 
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to the service of the Flan. The financial 
the First Plan was as follows : 

Public sector expenditure during 
195M966 

Surplus from current revenues 
Bailway surplus 
Loans from the public 
Small Savings 
Deposits, Funds and other 
miscellaneous sources 
External assistance 
Deficit financing 


scheme underlying 


Bs. 2068.8 crores 
Bs. 568 croros 
Bs. 170 crores 
Bs. 115 crores 
Bs. 270 crores 

Bs. 135 crores 
Bs. 156 crores 
Bs. 290 crores 


Total Bs. 1704 crores 

Total gap in public sector 

expenditure Rb. 364.8 crores 

A gap of nearly a fourth of the total was thus left 
uncovered which widened with the expansion of the 
programmes in 1953-54. For instance, when the expenditure 
target of the Plan was subsequently raised to Bs, 2856 
croros, no parallel provision was made for additional resources 
so that the resource gap widened to Bs. 652 crores. 

The financial resources for the private investment expen* 
ditures were also indicated in the Flan, To the total private 
fixed capital investment of Bs. 383 crores an additional 
allowance of Bs. 150 crores was made for working capital 
requirements and Bs. 80 crores for additional depreciation 
expenditure. Against this total private expenditure of Bs. 613 
crores the resources available for mobilisation were : 

Undistributed profits Bs. 200 crores 

New capital issues Bs. 90 crores 

Loans from Government and the I. F, 0. Bs. 26 crores 
Befunds of Excess Profit Tax deposits Bs. 60 crores 
Bank finance for working capital purposes Bs. 158 crores 
Foreign investment of an industrial nature Bs. 80 crores 


Total Bs. 613 crores 
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Thus for the Private sector there was no apprehension ol 
a shortage of financial resources. In so far as the Govern¬ 
ment would resort to deficit financing banks would have more 
liquid funds which they would normally put at the service of 
industry and commerce to meet their working capital needs. 

The Plan contained no provision for meeting the financial 
need of unorganised industry and commerce, nor for that 
matter did it help solve the problems of rural finance. But 
in an atmosphere of general expansion of money and incomea 
it was expected that the financial stringency of the previous 
periods would be a thing of the past and that no sound 
investment project in any sector of the economy would be 
held up for want of funds. 

The resources budget from the very beginning was a big 
guess work taking into account the amount of created money 
already planned in the resources budget. The magnitude of 
the gap—Bs. 652 crores was enormous. The contemplation 
was to fill up this gap from farther external help or, in the 
absence of that, by additional measures of internal taxation, 
borrowing, and deficit financing. The idea of filling up a 
a substantial part of the gap by means of additional taxes 
did not materialise and proved the ineffectiveness of the 
taxation machinery. It was the loan drive which alone was 
successful to some extent thus exceeding the prescribed figure 
of Bs. 385 crores by another Bs. 118 crores. On the other 
hand, due to this extra investment in public loans, the income 
from other miscellaneous receipts on capital account declined. 
This made clear that in low income countries an additional income 
generally increases the consumption level unless captured by 
the State from the very source of the income. External 
assistance was up to the desired level, slightly larger, but 
inadequate to meet any considerable part of the gap. The 
idea of hidden resources was too much credited and deficit 
financing had to be executed very cautiously. This was, of 
course, the only technique through which a certain percentage 
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of the gap wag made up. The original idea of deficit 
financing for Be. 290 crores was extended by another Bs. 125 
crores, but in view of the involved risks sustained from 
expanding it any more the desire had to be checked. The 
actual financial resources mobilised by the public sector during 
the First Five-Year Plan was : 


1. Budgetary resources 

2. Home savings 

8. Deficit financing 
4. External assistance 


Bs. 745 crores 
Bs. 603 crores 
Bs. 415 crores 
Bs. 197 crores 


Total Bs. 1960 crores 

The level of development expenditure in the fii*st two 
years of the plan was low, and it was stepped up as from 
the third year, the step up being particularly large in the 
last two years which accounted for almost two-third of the 
actual outlay over the five year period. This trend in public 
development expenditure was naturally reflected in public 
investments. More than 60 per cent, of the investment in 
the public sector materialised in the last two years, and 
private investment also rose substantially in these years. 
There were thus two distinct phases of the First Flan : the 
first phase in which, apart from the accumulation of inven-^ 
tories in 1951-62, the level of investment, public and private^ 
was relatively low, and the second phase in which it rose 
markedly. Coupled with these, the fact that the large 
increase in output of goods occurred around 1963-54 and the 
rate of increase slowed down thereafter accounted for the 
upward pressure on prices in the closing stages of the First 
Flan. 

Achievements : Taking public and private sectors 
together, there was on an average a net investment of 
Bs. 620 crores per year during the First Five-Year Plan, 
f.e., 6 per cent, of the national income. This was by no 
means large. But there was an appreciable rise in total 
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national products and incomes. The Plan envisaged a capital* 
income ratio of 3 : 1. The actual results disclosed a ratio 
of 1.8 : 1 in the marginal investment-income relations. The 
achievement of physical target in the various sectors have 
already been dealt with in the preceding chapters. It would 
be enough to say here that in no other comparable period in 
the past so many different types of industrial and agricul¬ 
tural activities maintained similar pace of development. By 
and large, all investment projects, private and public, made 
very significant contributions to the real income of the 
country. And yet, the apparent success of the First Five- 
Year Plan, even though the expenditure targets in the public 
sector remained unrealised, was something to be puzzled at 
and not surely something over which India could afford to 
go to sleep. 

The Second Five-Year Plan : The Second Five-Year 
Flan, although considerably distinct from the first, in the 
amount of outlay and in the ^quotas* of investment for the 
different sectors, in many ways maintained the continuity of 
the basic objectives. The principal objectives were : (l) a 
sizeable increase in national income so as to raise the level 
of living in the country ; (2) rapid industrialisation with 
particular emphasis on the development of basic and heavy 
industries ; (3) a large expansion of employment opportunities ; 
and (4) reduction in irregularities of income and wealth and 
a more even distribution of economic power. Quantitatively, 
the proposed increase in national income was 26%. In spite 
of the obvious emphasis on basic industrialisation, and deve¬ 
lopment of transport, the planners emphasised an increase in 
agricultural production of about 30%. Additional employment 
was expected to be created to the extent of 11 to 12 million. 
In so far as it concerns the resulting primary employment, 
this target was only expected to prevent the situation 
regarding unemployment and under-employment from deterio¬ 
rating further. In this respect, the Plan, in spite of its large 
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—and according to some, over-ambitious—investment outlay, 
was at best capable of holding the time and building up the 
•economy for an accelerated solution of unemployment in the 
subsequent Plans. In this and other directions, the Second 
Plan was a 'threshold* Plan and its scale was determined by 
the minimum needs of the country conceived objectively.” 

As in the case of the First Plan, a number of investment 
projects have been included in the public development expendi¬ 
ture and those now are about four times more important than 
the expenditure devoted to the Community Services like educa- 
•iiion and health. The total public development expenditure 
over 1966-61 was planned at Bs. 4800 crores, of which invest¬ 
ment accounts for Bs. 3800 crores and the current development 
expenses for about Bs. 1000 crores. The distribution of the 
total expenditure among the different development departments 
was as follows : 


( Bs. Crores ) 


Agriculture and Bural development 

668 

(11.8 

P.c.) 

Irrigation and Electricity 

913 

(19 

P.c.) 

Industries and Minerals 

890 

(18.5 

p.o.) 

Transport and Communications 

1385 

(28.7 

p.o.) 

Social Services and Behabilitation 

945 

(19 

p.c.) 

Miscellaneous 

99 

( 2 

p.o.) 

K 

4800 

crores 

The increase in the size of the Plan 

meant 

that there 


was to be no abridgement in any sector, but the emphasis as 
between the First and Second Plans vary, as can be seen 
from the percentages of the total outlay under these 
main heads : 

First Plan Second Plan 

Agriculture and Community 

Development 15 12 

Irrigation and Power 27 19 

S. H. VonkataBubbiah : Indian Economy Since Independence, 
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First Plan 

Seemd Plan 

Industries and Minerals 

8 

19 

Transport and Communications 

24 

29 

Social Services, Housing and 



Behabilitation 

23 

20 


The small residue of the outlay in both Plans was accounted 
for by minor miscellaneous items. The considerable shift in 
outlay in favour of industries, mining, transport and communi¬ 
cations under the Second Plan is clear. About half of the 
total expenditure, as compared with about a third of the First 
Plan, was to be incurred in these fields. If power was also 
taken, as part of industrial development, the outlay worked 
out to about 56 per cent, of the total. In absolute terms, the 
step up of the investment in industries and mining was very 
large, nearly 400 per cent. The outlay on agriculture and 
community development as also on the social services was to 
be relatively less. 

Like the First Plan, the Second Plan also sought to include 
within its fold as large a segment of private investment 
expenditure as possible. Private investment expenditures 
occuring over the five-year period covered by the Second Plan 
have been forecast at Bs. 3400 crores. The following sectors 
are covered by these : 


Bs. Crores 


Organised Industry and Mining 575 

Plantations, Electricity Works and 

Transport other than railways 126 

Private Construction 1000 

Agriculture and Village and 

Small Industries 300 

Stocks 400 


Bb. 3400 crores 
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In the First Plan the proportion of investment as between 
the public and private seotors was about equal ; in the Second 
Plan it was to be roughly 60: 40. The significant move 
forward in respect of basic industries was to take the shape 
of three steel plants in the public sector, each of 1 million 
tons ingot capacity and expansion of the existing capacity of 
the two main producers in the private sector ; increase in 
coal production, from both sectors, from 38 million tons to 
60 million tons per annum ; a three-fold in cement production, 
from 4.3 million tons to 13 million tons per annum ; and all 
round railway development so as to expand traffic capacity 
commensurately with the industrialisation visualised. Together, 
these industrial and transport elements eventually came to 
constitute the ‘‘core** of the Flan. 

The targets for the various sectors if actually achieved 
would mean that the index of agricultural production in 
1960-61 will rise to 118 (1955-56 : 100), and that for indus¬ 
trial production will go up to 194 (1961—100 & 1965-56—130). 
The total national product will increase by 25 per cent, in 
five years and the national income valued at 1962-63 prices 
will expand by Bs. 2680 crores. The per capita national 
income will go up by 18 per cent, and the per capita consump¬ 
tion by about 16 per cent. 

Resources: As in the First Plan, the strategy in the 
Second Plan also is not directional but purely financial. This 
means largely that the success of the Plan would depend on 
the success of the financial proposals on which it is based. 
Broadly, these proposals are that about half of the public 
expenditure in the Plan is to be met from domestic financial 
sources (taxation and public borrowing ), about l/6th from 
external sources ( foreign loans and grants ) and l/4th from 
the creation of additional purchasing power for the public 
authorities. The remaining part of the expenditure l/12th or 
Bs. 400 crores is to be met in future from additional domestic 
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resources not yet specified.* The financial scheme of the 


Second 

(a) 

Plan is as follows : 

Surplus of current revenues over 
current non-development expen¬ 
diture (i.e., public savings) 

Bs. 

800 crores 

(b) 

Railway surplus (over current 
depreciation) 

Bs. 

(16.6 p.o.) 

160 crores 

(c) 

Borrowings from the current 
savings of the public 

Bs. 

(3.1 p.o.) 

1200 crores ’ 

(d) 

Provident funds and other 
deposit heads 

Bs. 

250 crores 

(e) 

External resources 

Bs. 

(30.2 p.c.) 
800 crores 

(f) 

Deficit financing 

(16.6 p.o.) 
Bs. 1200 crores 

(g) 

Gap to be met from additional 
domestic resources 

Bs. 

(25 p.o.) 

400 crores 


- 

Bs. 

(8.3 p.c-) 

4800 crores 


The succeps of the Second Flan depended on many factors 
some of which were obviously beyond the Planners* control : 
a progressive rise in agricultural production, particularly of 
foodgrains ; a more or less stable level of prices ; fuller 

3. In tbe review of the position, regarding Plan outlay and finanoial 
resources prepared by the Planning Commission for the National Develop* 
ment Council Meeting of November 1958, it was felt that the aggregate 
outlay over tbe Second Plan period could be only Bs. 4220 crores. The 
Council however decided that efforts should be made to work up to an 
outlay of Bs. 4500 crores. According to latest estimates the actual outlay 
likely to be incurred during the first four years of the Plan would be 
about Bs. 3550 crores and that outlay in the Five-Years will reaoh| if 
not exceed somewhat, Bs. 4500 crores. 
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mobilisation of domestic savings; steady increase in export 
earnings ; careful husbanding of foreign exchange resources ; 
and finally, popular participation in the implementation of 
projects on a massive scale. As a result of a debacle in the 
food front, due to successive bad weather conditions ; a foreign 
exchange crisis due to unsatisfactory performance of export 
trade ; higher level of imports and higher prices of imported 
goods ; inflationary pressure on prices and lack of popular 
participation on the desired scale, the Second Plan got into 
rough weather in running through its third year. As a 
result, it was necessary to maintain a tight control over our 
imports. This policy, together with very generous assistance 
received from friendly countries and institutions enabled us 
to check the decline in our foreign balance and by now, the 
Indian economy can be said to have completely recovered 
from the setbacks of early years and reached a stage of 
buoyancy which would serve as a satisfactory background 
for the Third Five-Year Plan. 

Before we take up the possible shape and size of the 
Third Five-Year Plan, it would be plausible to say a few 
words about India’s Socialist pattern which forms the 
philosophic basis of our planning. When embarking on the 
Second Five-Year Plan, it was rightly felt that without a 
clear sense of direction and consistent regard for certain 
basic hopes and aspirations it was not possible to establish 
gnideposts for the myriads of decisions that had to be taken 
from day to day. It was with a view to giving this clear 
sense of direction and defining the basic approach to long-range 
eeonomio planning that the objective of a "socialist pattern of 
society" was adopted. This objective should not be regarded 
as an echo of some set doctrines of social evolution or an 
attempt to copy any set pattern evolved elsewhere. Our 
approach is essentially pragmatic—an approach which 
proceeds from our own needs and traditions, leaving room for 
experimentation and adaptation in the light of changing circum* 



334 


WJBLFABE ECONOMICS IE INDIA 


stances. The basic principle of socialism is that all means 
of production should be owned by the State and most economic 
activities should be centralised in the State. Therefore, a 
question is raised—does the Socialist Pattern mean, or would 
it ultimately moan, abolition of all private property by 
gradual extension of the activities of the State ? Here I 
should like to emphasise that while the acceptance of 
Socialist Pattern of Society in India does imply the judgment 
that it is desirable in the present circumstances for the State 
to extend its activities in the economic sphere, it does not 
imply an embargo on the development of private initiative 
or enterprise. Still less does it imply a determination to 
create eventually a monolithic State with complete control 
over all economic activities. One can at best find in this 
phrase "Socialist Pattern*’ deliberate omission of socialism as 
such and conscious commission of certain aspects of capitalist 
economy. The accent of the Socialist Pattern is on rapid 
progress. The fundamental need of the Indian economy 
is clearly that of a rapid increase in production and produc¬ 
tivity and it is precisely in order to facilitate the process of 
rapid progress that an increase in the activities of the State 
is envisaged. But where the economic horizon is expanding 
continuously, there need not be any fear that the extension 
of the public sector would be at the expense of the private 
sector. The various complementarities between the public 
and private sectors have been dealt with in the Chapter on 
industrial development. Suffice it to say that for many years 
to come, there would be ample scope for private initiative 
and enterprise in the industrial field though some form of 
strategic control would always be necessary. 

Third Five-Year Plan : Thinking on the Third Five- 
Year Plan has already begun. Apart from the Planning 
Commission's Perspective Division which has worked out 
"certain dimensional hypothesis', two useful symposia, one 
organised by the Planning Sub-Committee of the All India 
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Congress Committee and the other by the Federation of 
Indian Chamber of Commerce, have made significant contri¬ 
butions to the possible shape and size of the Third Plan. 
While because of paucity of statistical data, the Congress 
Planning Sub-Committee’s deliberations had to be restricted to 
general considerations and recommendations regarding broad 
policy objectives^, the Federation of Indian Chambers of 
Commerce worked out a definite pattern of investment for 
the Third Plan. Before we take up the question of the size 
of the Third Five-Year Plan, it would be plausible to lay 
down, in the light of the performance of the Second Five-Year 
Plan and the requirements of the Indian economy, the broad 
objectives of the Third Five-Year Plan. It would generally be 
agreed that politically, psychologically, and even mechanisti- 
oally, the Third Plan cannot be materially different from the 
Second though certain sectors of the economy would need 
more emphasis during the next five years and certain sections 
of the people more attention. 

(1) Intensification of agricultural production and expan¬ 
sion of the basic and capital goods industry have obviously 
to be the guiding lights of the Third Plan. It has indeed 
been a mistake to relegate agriculture in the scheme of 
priorities of the Second Plan. But this does not mean that 
under the Third Plan, we should cry halt to the costly 
beginning that has been made in the sphere of industrialisa¬ 
tion. During the Third Five-Year Plan, India's primary need 
would be for a decisive programme for agriculture. There 
should be full utilisation of the capacities created during the 
Second Plan period and the accent should be on the 
operational efficiency through better organisation rather than 
primarily on new monetary investment on a massive scale. 
The intensification of the industrial effort itself requires a 
continuous rise in agricultural production. There is no 

4. Vid$ Report of tho Oongress Planning Sub-Gommitoe. 
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innate deficiency in Indian agriculture. The key to the^ 
improvement of agricultural production in India is a steady- 
increase in the yields per acre achieved through intensification 
and diversification of agriculture and it is essential to bring' 
this out prominently in the objectives of the Plan. 

W. W. Bostow has pointed out that a nation does not 
achieve the transformation from a traditional to a developing 
society until it has found the means of feeding itself and of 
raising agricultural productivity. This is essential not only 
in order to feed a rapidly increasing population, to provide 
more raw materials and expanding markets for growing 
industry and to increase the exports needed to buy the 
imports wo require. Of equal importance is the fact that 
very large gains in output are possible in the agricultural 
sector with relatively small capital outlays and that agricul¬ 
ture thus provides a tremendous untapped source of surplus 
and savings, which, if realised, could he transferred to the 
other and more dynamic sectors of the economy. 

(2) In order to take the country a significant step 
forward towards its goal of a Socialist Pattern of Society, 
the national income must rise by at least 6 per cent, 
annually during the Third Five-Year Plan and the pattern 
of investments has to be such as would make possible a 
sustained growth of national income at about 6 per cent, per 
year in the subsequent Plan period. To attain a rate of 
growth of 6 per cent, per year, the rate of savings would 
have to be raised to about 14 per cent, per year by the end of 
the Third Five-Year Plan. The pattern of investment 
consistent with such a rate of growth would call for a high 
priority for capital goods industries. However, in this crucial 
field, the lessons of the Second Five-Year Plan should not 
be lost sight of. We have learned that to push heavy 
industry beyond the limits of available food and consumer 
goods leads both to domestic inflation and to foreign exchange 
pressure. 
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The proper strategy would, therefore, be to push heavy 
industry up to but not beyond those limits. It is parti¬ 
cularly important to examine how far we can economise our 
scarce capital resources by choosing forms of technology less 
elaborate than those used in the most advanced industrial 
countries. Similarly, it is necessary to examine if smaller 
units cannot be used to supply components and parts needed 
by the basic strategic industries. The growth of such smaller 
units would enlarge the scope for enterpreneurs to gain 
capital and experience. The Third Plan must seek to strike 
a balance between the needs of heavy industry producing 
capital equipment and small units producing parts and also 
consumer goods and between food and agricultural raw 
materials. 

(3) The Third Plan must also deal squarely with the 
problem of unemployment which is likely to reach the massive 
figure of 21 million by the end of the Third Plan period. 
A rural orientation might be given to the Third Five-Year 
Plan making it clear that such an orientation should not be 
in a manner that might hinder the growth of our economy. 
In other words, use of power and improved techniques should 
be encouraged wherever feasible to raise the productivity of 
such industries. 

The Third Plan should bo directed towards organising a 
programme of public works that contribute to real capital 
formation by construction activities that are labour-intensive* 
and, therefore, create employment. The size of this programme 
should be limited only by the Government’s ability to organise 
and administer it. Since it will employ mainly local materials 
and the local labour, the required expenditure would have 
a less inflationary effect than if it were spent on importing 
expensive equipment. 

It is important to recognise that no Plan in India oan» 
under the given conditions, create 21 million jobs in five 
years. The amount of 'sedimented type* of employment likely 
22 
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to be created nnder the Third Flan vrould be limited and 
this grim fact has to be accepted. 

(4) The Third Plan must also take special note of 
backward areas in the country. This aspect of regional 
development was more or less bypassed by the First and 
Second Five-Year Plans. The theory that prosperity will 
trickle down from the more to the less prosperous areas does 
not work in the Indian context and the spread effect of 
development has so far been very small. 

(6) The Third Plan must underline the importance of 
utilising in full measure those activities that have already 
been planned and of resources that have already been built 
up. Failure to employ to the fullest capacity, our resources 
in a very large measure is evident in several vital fields such 
as land-use, installed machinery, transport facilities, financial 
aids, technical man-power and others. This is largely a matter 
of organisational efficiency. There has been a sizeable increase 
in the administrative and organisational personnel attending 
to the agricultural sector. Much attention has also been paid 
to the training of this personnel. Yet, if the various evaluation 
and progress reports are to be believed, the efficiency of the 
organisational effort leaves much to be desired. The point is 
that if instead of thinking in terms of a single grant strategy and 
broad national policy, attention is diverted to the more efficient 
performance of numerous small unspectacular functions of a 
routine nature, output could be increased substantially in a 
short period and without much extra monetary investment. 

(6) Finally, it is important to recognise that ultimately 
development is determined not by capital investments but by 
the development of schemes and technical knowledge, by the 
use we make of scientific discoveries, by the qualities of 
initiative and enterprise and the attitudes of people. The 
Third Plan should therefore lay great stress on education, 
and on organising our human as well as our material 
resources at all levels from the village upwards. 
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Size of the Plan : With a population growth of 2 per 
cent, per annum and Bs. 600 crores of repayment of a foreign 
loans ( approximately 1 per cent, of national income per year), 
and a capital outlook ratio of 2.5, we would require about 
7} per cent, of national income or approximately Bs. 5,000 
crores over a period of five years so that the per capita 
national income is not adversely affected. Under the circum¬ 
stances, the size of Bs. 10,000 crores for the Third Five-Year 
Plan does not appear over-ambitious. 

The question of employment adds another dimension to 
the problem of the size of the Plan. It is important to 
realise that even a Plan of Ba. 10,000 or Bs. 11,500 crores is 
not equal to the task of providing job to all the unemployed. 
According to figures worked out by the Perspective Planning 
Division of the Planning Commision, it has been estimated that 
an investment of Bs. 10,000 crores at 1960-61 prices would 
provide jobs to about 13 million people. 

The investment allocations for the First Plan (actuals), 
Second Plan ( as originally envisaged), and the Third Plan 
(certain dimensional hypothesis and FIGC ) are shown in the 
following table : 


Heads 

First 


Plan 

Agriculture & Bural 

350 (12) 

Development 

Irrigation Power 

600 (16) 

Industries & 

525 (17) 

Mining 

Transport & Com¬ 

600 (16) 

munications 

Social Services 
{including Housing) 

1000 (32) 

Miscellaneous 
{including slocks) 

225 (7) 


Second 

C.D.H. 

(a) 

P.I.O.C 

J (b) 

Plan 




563 (9) 

800 

(8) 

1200 

(12) 

888 (14) 

700 

(7) 

450 

(4) 


700 

i7) 

1150 

(12) 

1465 (24) 

3000 

(30) 

4000 

(40) 

1410 (23) 

1700 

(17) 

1100 

(ID 

1465 (23) 

2400 

(24) 

1400 

(14) 

419 (7) 

700 

(7) 

700 

(D 


3100(100) 6200(100) 10,000(100) 1Q.QOO(10Q) 
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The Second Plan made lower provision for the production 
of wage goods than that for heavy capital goods. To avoid 
inflationary pressures the proportion of investment in agri¬ 
culture in the Third Flan should therefore be much larger 
than in the Second Plan. It would be evident from the above 
figures that while this has been recognised both by the 
Perspective Planning Division and the Federation of Indian 
Chambers of Commerce and Industry, the Federation’s 
allocations under industries and mining is unduly high and 
that on social services unduly low. The allocations proposed 
by the Perspective Planning Division appears more balanced 
and in keeping with the needs of the economy. 

Resources : A realistic Plan must be based very largely 
on the resources that can be raised. The difQculty that the 
Second Plan has had to face in the internal and the external 
resources position are largely traceable to the apparent over- 
optimistic estimates of the resources position. Something went 
wrong in assessing the available foreign exchange resources 
and in anticipating wisely the foreign exchange needs. 
Therefore, the approach to the problem of resources under the 
Third Five-Year Plan should bo realistic. While it is not 
possible to assess the resources that can be precisely had from 
various sources, certain broad observations can be made. 

(1) There seems to be no escape from even greater 
dependence upon foreign aid in the Third Plan. Current 
export earnings do not even pay for current imports. This 
means that foreign aid will be needed not only to pay for the 
capital equipment imported under the Third Flan, but also 
for the interest and repayments due on account of the Second 
Plan. The amount needed for interest and repayment is 
Bs. 600 crores, to which must be added Bs. 2000 erores 
to cover the foreign exchange component which will be 
20-35 per cent, of the Third Plan investments. This makes 
a total of Bs. 2500 crores of foreign aid required over 
the five-year periods Our sterling balances are now at the 
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minimum and bo are our exchange reserves. Foreign exchange* 
therefore, is bound to be a limiting factor. However much 
we save witbin the country, the size and pattern of investment 
must be modified unless sufficient foreign exchange becomes 
available. There must, therefore, be considerable flexibility 
in the Plan. Priority must be given to projects with short 
gestation periods and to those whose foreign exchange 
component is low. It is also necessary to give greater 
attention and priority to the development of our export 
industries. 

(2) A supreme internal effort for mobilising domestic 
resources would be necessary. More taxation and less scope 
for evasion, greater economy in expenditure, more efficient 
working of the public enterprises, greater drive in small- 
savings and proper timing of market borrowings, vrill certainly 
increase the funds that could be internally collected. The 
Planning of these resource gathering policies and devices 
would give us a more definite idea of how much of internal 
resources in the form of current surplus, public loan, created 
money and so on could be depended upon. 

(3) A concerted drive to increase exports and strenuous 
effort to attract foreign equity capital have also to be made. 

(4) Popular participation itself constitutes a significant 
contribution to Plan implementation. Efforts should be made 
to mobilise public participation in Plan projects on a massive 
scale. 

(5) While under favourable conditions deficit financing 
can be resorted to, there is no precise definition of what is 
the safe-limit of deficit financing. We no longer have the 
foreign exchange cushion we bad at the beginning of the 
Second Flan. Much would depend upon the rate at which 
essential consumer goods are produced and how much foreign 
exchange becomes available. 

The problem in the next phase of planning is one of organising 
the latest resources in the economy and putting the resources 
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already created to the maximum possible use. By and large, 
this is a problem of efficient organisation and appropriate 
institutional changes. We deal with this problem in the last 
chapter. 


APPENDIX I 

Bankers' Report on Indian Planning 

At the instance of the World Bank President, three distin¬ 
guished bankers, Mr. Hermann Abs, Chairman of the Deutsche 
Bank of Frankfurt, Sir Oliver Franks, Chairman of Lloyds 
Bank Lt^l., London and Mr. Allan Sproul, formerly of the New 
York Federal Boserve Bank, toured this sub-continent for a 
short while in February-March, 1960. Their report conveys 
a favourable impression about India’s progress since the 
commencement of the First Five-Year Plan. They have drawn 
the conclusion that ''despite all the difficulties, the basic result 
of the first and second Plans has been to start the process of 
development moving at an accelerated pace" and "that a good 
deal has been learned both about techniques of economic 
control from the difficulties encountered during the second 
Plan." 

The following are the important points from the report; 

(i) Foreign Assistance : The development problems of 
India and Pakistan cannot be approached in terms of Marshall 
Plan concept. Since development in both the countries will 
be a lengthy process, if the assistance required were made 
available entirely in the form of long or short loans on normal 
commercial terms, the resulting debt service liabilities would 
almost certainly impose an intolerable strain on the Indian 
and Pak ^tani balance of payments. Though there are orga¬ 
nisations like the proposed International Development Associa- 
tion to represent this particular kind of assistance, their 
resources are meagre and therefore, "if aid is provided on a 
considerable scale, a substantial proportion of this aid would 
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hare to take the form of Governmont-to-Oovernment asBistanoe 
of one kind or another on liberal terms.** 

(ii) Monetary Policy : "Monetary policy is also relevant 
to the choice between consumption, on the one hand, and 
exports and investment on the other, and clearly has a useful 
role to play in restraining any build-up of inflationary 
pressure.” 

The bankers think that there is still some scope for mop¬ 
ping up excess liquidity in the Indian economy and for consi¬ 
deration of the appropriateness of the present level of interest 
rates. Their other conclusions in this respect are: (1) Indian 
authorities have already learnt the technique of planning and 
economic control by past experience ; (2) an adequate agri¬ 
cultural policy with co-ordination of activities both at the 
Centre and State level is now essential ; (8) if inflationary 

pressure develops alarmingly during the course of the Plan, 
fiscal and monetary action will need to be prompt and 
decisive ; (4) strenuous efforts must be made to diversify export 
trade; (5) it might be necessary to prune the Plan by elimi¬ 

nating where possible, marginal projects and working out 
relative priorities for other projects so that the development 
of the essential hard core of industrial projects can go 
ahead. 

(iii) Private Investment : The flow of private long-term 
funds depends on conditions which would attract private capi¬ 
tal from abroad. While this is so, private foreign investors 
on their part should recognise the balance of payments difS- 
culties of the two countries. India and Pakistan can in 
general only accept private foreign investment of a kind thafr 
will be either import-saving or export-earning. The economic 
structure in the two countries is gradually being brought 
"nearer to viability” with the help of Government-to-Qovernment 
assistance and it should therefore be possible to substitute 
the ordinary flow of private investment for the more exceptional 
forms of aid. 
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(iv) Certain other oonclnsions reached by the bankers are : 
(1) all the aid-providing countries of the world must ensure 
co-ordination regarding the scale, form and terms of the assis¬ 
tance to be provided ; (2) the aid-providing countries must 
recognise the national sovereignty and aspirations of the aid¬ 
receiving countries ; the latter in their turn must recognise 
that the aid-providing countries are answerable to their 
legislatures and their people and it is therefore of imortance 
to be assured that the aid-receiving countries' methods of 
handling their economic policies are realistic and that the 
aid provided is spent on the purposes contemplated by the 
aid-providing countries ; (3) the aid-receiving countries should 
give particular attention to growing enough food to meet 
•their needs ; (4) on the one hand, the underdeveloped 
countries would like to have long-term assurances regarding 
foreign aid ; on the other, the aid-providing countries are 
not in a position to give such assurances for constitutional 
xeasons, since appropriation of expenditure cannot be sanc¬ 
tioned for more than one year under democratic process. 
**We draw attention to this problem, because of the genuine 
difficulties it creates both for those who receive and those 
who give aid.” 

The keynote of the bankers' conclusion is the broad 
acceptance of the view that outside aid must consist substan¬ 
tially of grants or loans, not made on strictly commercial terms. 

The development process in an emerging economy can 
begin to be speeded up by the input of a lot of capital only 
when it has advanced beyond a certain point in matters like 
Government administration, education and the growth of 
entrepreneurial ability. All these conditions exist in India 
and India is probably the only country in South Asia at the 
moment to think in terms of a planned input of foreign aid 
over a limited period—perhaps ten years instead of the four 
years of the Marshall Plan approach which the bankers 
rightly reject—leading to self-sustaining growth. 



APPENDIX II 

A Note on Trends of National Income 

Thanks to the Central Statistical Organisation, we have 
DOW before ns the National Income figures of the past ten 
years including eight years of planning ; the trend of national 
and per capita incomes would be particularly interesting. In 
the calculation of the national income, 1948-49 prices have 
been taken as the base and as such, the figures are in real 
terms. Starting at Bs. 8,650 crores in 1948-49, the national 
income rose to Bs. 11,670 crores or by 3.4 per cent, per 
annum while per capita income increased only by 1.8 per 
cent. The difference indicates that nearly half the increase 
in national income was swallowed hy the increase in 
population. 

The following table shows the mutual relations as between 
national income and per capita income during the ten years : 


Tear Index number of Index number of 

National Income. per capita Income 


1948-49 

100.0 

100.0 

1949-50 

102.0 

100.7 

1950-51 

102.3 

99.8 

1951-52 

105.2 

101.3 

1962-63 

109.4 

103.9 

1963-64 

116.0 

108.8 

1954-66 

118.8 

110.1 

1955-56 

121.2 

110.8 

1966-57 

127.2 

114.8 

1967-58 

125.2 

111.6 

1968-59 

133.8 

117.7 
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It would be evident that as a result of growth of popula¬ 
tion, the per capita income has tended to remain more or 
less stationary during at least the last five years while in 
absolute terms, national income has maintained an upward 
trend except in the year 1957>68. It may, however, be 
emphasised that national income trends must be judged over 
long periods and not over comparatively short periods ; and 
from this point of view, the incidental fall in 1957-68 wae 
only an Indication of the need for more assured irrigation 
and other facilities to free the economy from the vagaries of 
the monsoon. In countries still predominantly agricultural, 
occasional fluctuations in national income are almost 
unavoidable. In Ceylon, for example, the gross national product 
went down in 1953 to Bs. 3.69.billions from Bs 3.92 billions in 
1952 ; it went down again in 1956 to Bs. 4.32 billion 
from Bs. 4.34 billions in 1955. In Pakistan, national income 
registered a decline from Bs. 1,832 crores in 1950-51 to 
Bs. 1,816 crores in 1951-52 ; it also showed a fall in 1955-66: 
to Bs. 1,952 crores from Bs. 1,986 crores in 1954-55, 
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Table showing aid received from various sources, up to November 1959 

(In Lakhs of Rupees) 
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APPENDIX IV 

The Third Five-Year Plan : Possible Shape and Size 

Third Five-Year Plan : The National Development Council 
has given its approval for an outlay of Bs. 11,000 crores for 
the Third Five-Year Plan. Government and Parliament have yet 
to endorse it, but enough has been suggested in newspaper 
reports to indicate that it is, broadly, an acceptable document, 
The approximate details of the Plan are as under : 

{In crores of Rupees) 

Public Se ctor_ Private Sector 

Investment Investment 
excluding including 

Head of Development Total Current Invest- contribution contribution 



Outlay 

Outlay 

ment 

from public 

from public 





sector 

sector 

Agriculture & Commu¬ 
nity Development 

900 

850 

650 

800 

860 

Irrigation 

650 

10 

640 

— 

— 

Village & Small 
Industries 

250 

90 

160 

275 

825 

Power 

900 

— 

900 

50 

50 

Industry & Minerals 

1800 

— 

1300 

1000 

1040 

Transport & Com 
munications 

1450 


1450 

200 

200 

Social Services 

1150 

600 

550 

1075 

1125 

Inventories 

400 

— 

400 

n 0 

600 

Total 

7000 

1050 

5950 

4000 

4200 


Agriculture : 13 million acres to be irrigated, bringing 

the total irrigated area to 42 million acres by the end of the 
Third Plan ; soil conservation, dry farming and land recla¬ 
mation programmes, fertilisers, manures, improved seeds and 
adoption of improved agricultural practices have received 
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greater emphasis than hitherto. The target for orops other 
than foodgrains have been fixed as follows : 


Crop 

Production 
in 1958-59 

Expected 
production 
in 196(Hil 

Target of 
production 
in 1965-66 

Sugar cano 




(lakh tons in terms of gar) 

72 

72 

92 

Oilseeds (lakh tons) 

69 

72 

92 

Cotton (including cotton 




equivalent of cotton textiles) 



(lakh bales) 

47 

60 

78 

Jute (including jute 




equivalent of jute textiles) 




(lakh bales) 

52 

55 

65 (+13 mesta) 

Oocoanut (million nuts) 

4150 

4500 

5750 

Arccanut ('000 tons) 

85 

93 

100 

Oaaho'wuut (*000 tons) 

69 

75 

150 

Popper (’000 tons) 

N.A. 

29 

80 

Cardamom (’000 tons) 

N.A. 

2.26 

2.62 

Lao (*000 tons) 

83 

50 

62 

Tobacco (*000 tons) 

N.A. 

300 

325 


Industry : The total investment in large-scale industries 
and minerals daring the Third Plan is estimated at Bs. 2,300 
crores, Bs. 1,300 orores in the public sector and Bs. 1,000 
crores in the private sector. In the public sector Bs. 900 
orores are proposed to be allotted for industry and Bs. 400 
orores for minerals and oils. A sum of Bs. 300 crores has 
been provisionally allotted for the iron and stttl programme 
in the public sector. This programme will mostly consist of 
expansion of Bhilai, Bourkela and Durgapur. Coal production 
is estimated at 54 million tons at the end of the Second 
Plan though the target was 60 million tons, The Third Plan 
contemplates a farther increase of 36 million tons. 
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For the private sector some of the major targets suggested 
by the National Development Oouncil are as follows : 


ANNUAL CAPACITY 
19G0-61 19G5-G6 

(likely target) 


Aluminium ( *000 tons) 

Ooment (million tons) 

Paper ( *000 tons) 

Newsprint ( '000 tons) 

Phosphatic Fertilizers ( *000 tons) 
Caustic Soda ( *000 tons) 

Soda ash (*000 tons ) 

Sulphuric Acid (’000 tons) 

Plastics (*000 tons) 

Refractories (lakh tons) 

Sugar (million tonsl 

Cotton Textiles (^lill cloth—mil. yds.) 


17.5 

82.6 

10.0 

15.0 

863 

820 

— 

60 

73 

2i5 

150 

400 

804 

580 

512 

1500 

19 

50 


86 17.5 

2 .M 3.0 

5100 5C00 to 5800 


Under Baihoays^ new lines about 1200 miles in length are 
expected to bo completed by the end of the Third Plan ; the 
Second Plan target was 860 miles. Boads have been allotted 
Bs. 250 crores and this may make it possible to add 20,000 
miles of surfaced roads. Shipping has been allotted Bs. 56 
crores which might add two lakhs of gross tonnage to Indian 
shipping. Under Civil Air Transport Bs. 55 crores will be 
provided for replacements and purchase of new aircraft. 


Resources : The N. D. C. expects the following internal 
resources : 


Balance from Current Revenues 

Centribution from Railways 

Surplus from State Undertakings 

Loans from Public and Small Savings 

Provident Funds, Betterment Levies, Steel Equal!- 

Bation Fund and Miacollanoous Capital Receipts 


Rs. 200 crores 
Rs. 160 „ 

Rs. 470 

Rs. 1,400 „ 

Bs. 380 „ 


Bs. 2|600 orotes 

Additional Taxation Bs. 1,650 

Deficit Financing Rs. 550 " 


Total Bs. 4,800 crores 


The Bs. 470 crores under the head ^Surptus from State 
Undertakings’ are split up as follows : Steel Hants Bs. 900 
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crores ; Fertiliser Plants Bs. 95 orores ; Oil refineries Bs, 47 
crores ; Other enterprises Bs. 90 crores ; loss interest charges 
and depreciation of Bs. 132 crores, plus Electricity undfei'- 
takings Bs. 116 crores and Transport undertakings Bs. 65 
crores ; total 470 crores. 

The additional taxation of Bs. 1.650 crores by the Oontre 
and the States is split up as follows : Suicharge on land 
revenue Bs. 250 crores ; Income tax and Corporation tax 
Bs. 300 crores ; Central Excises Bs. 550 crores ; Increase in 
Bailway fares and freight Bs. 250 crores ; Increase in Boad 
transport fare and freight Bs. 100 crores ; other taxes Bs. 200 
crores ; total Bs. 1,650 crores. 

External Assistance : Essential requirements under this 
head are shown below : 


For the Import of capital goods 

Bs. 

1,900 crores 

For the import of components etc. 

Rs. 

200 

t» 

For the maintenance of economy 

For the repayment of external debts falling 

Bs. 

500 

*» 

due during the Third Plan 

Bs. 

500 


India’s requirements of P. L. 480 assistance 

Bs. 

400 

• » 

Total 

Bs. 

8,500 

crores 


The foregoing is an initial draft : "...the final shape of 

the Third Plan which will be prepared after considering the 
views of Parliament and the public on the initial draft, would 
be kept flexible. Bigidity in such matters is not good." 
(Prime Minister), Meanwhile, the Committee of the Federal 
tion of Indian Obambers of Commerce and Industry considers 
that it should be possible "to bring about a more rapid 
industrial growth (in the Third Plan) than envisaged by the 
official planners and the authorities, provided suitable changes 
and adjustments are made in Ike Government's economic policy*\ 
These suitable changes and adjustments should include measures 
that would ensure "that the savings of individuals fructify in 
their hands". A more disciplined labour and wage policy and 
the establishment of some correlation between emoluments andi 
wages are other aspects of such changes and adjustments. 

23 
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Draft Outline of the Third Plan 

The following are the high-lights of the Draft Outline of 
the Third Plan which woe released just when the book was 
about to be published. 

1. The Third Plan envisages a total investment of 
Bs. 10,200 crores—Rs. 6,200 crores in the public sector and 
Bs. 4,000 crores in the private sector. 

2. This marks an increase of about 51 per cent over the 
total investment in the Second Flan. 

3. The investment envisaged in the Third Plan is slightly 
higher than the total investment in the first two Plans 
together. Investment in the First Plan was Bs. 3,360 crores 
and in the Second Plan it would be Bs. 6,750 crores. 

4. It is estimated that an investment of the order of 
Bs. 10,000 crores over the Plan period is necessary if the 
national income is to be raised to about Bs. 17,000 crores 
per year in 1965-66. 

5. The Third Plan envisages an annual rate of increase in 
the national income of over 5 tier cent per year as against 
4 per cent per year in the Second Plan. 

6. It is envisaged that by the end of the Third Plan a 
rate of investment of 14 per cent of the national income will 
be achieved as against 11 per cent by the end of the Second 
Plan, and 7 per cent by the end of the First Plan. 

7. The Third Plan also provides for a current outlay of 
Bs. 1,050 crores. 

8. Current outlay broadly means expenditure on revenue 
account on Flan schemes, or expenditure which cannot be 
called investment. Investment is taken to mean expenditure 
on creation of physical assets like buildings, plant and 
equipment. 

9. The general pattern of investment in the Second Plan 
is being continued in the Third, with greater emphasis on 



THE TWO FLAKS AND THE THIBD 


856 


Agriculture, industry and power and certain aspects of social 
services. 

10. Agriculture, irrigation and community development 
and co-operation account for about 23 per cent of the total 
outlay in the public sector in the Third Plan, as against 
slightly over 21 per cent in the Second Plan. 

11. Nearly 57 per cent of the total outlay in the public 
sector will be devoted to large and small industries, minerals, 
power, transport and communications. The relevant percentage 
in the Second Plan was 60. 

12. The share of social services in the total outlay during 
the Third Plan will be slightly over 17 per cent as against 
18.7 per cent in the Second Plan. The total money to be 
spent on social services during the Third Plan will however, 
be considerably higher, Bs. 1,250 crores as against Bs. 860 
crores during the Second Plan. 

13. The allocations proposed at present in the draft outline 
•of the Third Plan are provisional. 

14. Tentatively, the distribution of outlay between the 
Oentre and the States will be: Centre Bs. 3,600 crores, and 
Btates Bs. 3,650 crores. 
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INSTITUTIONAL CHANGES AND ORGANISATIONAL 

TASKS 

Economic development in an underdeveloped oountrsr 
can hardly be a self-induced process generated from within. 
The State has, therefore, to undertake certain functions. The 
cardinal among these are (l) the function of deciding on 
acceptance and execution of development plans ; (2j the 
nursing function, t.e., provision of a steady flow of means ; 
(3) the pruning and clearing function, t.e., the removal of 
obstacles ; (4) the controlling and guiding function.^ But in 
a democratic set-up, as in India, all such governmental 
activities aim to generate, direct and maintain a process of 
induced development. The implication of such 'implanted 
development* is that the individuals and the institutions must 
take advantage of these governmental functions, develop their 
own initiative and take increasing responsibility in the imple- 
mentation of Plans. Indeed, it is not possible to assure the 
success of our Plans and the realisation of their objectivoa 
without the creation of a suitable institutional framework and 
changes in the attitudes of individuals. 

Institutional changes in a social system occur in the 
course of time, under the stress of circumstances, or in 
response to the new needs that grow. As E. Lipson, the 
economic historian, has observed: "Every social system 
contains within itself the seeds of its own decay ; it is 
always dissolving and refarming in an infinite sequence.*’* 
Mercantilism yielded place to individualistic capitalism—the 
next sequence in the inexorable march of economic change 
and organisations (corporate enterprise and co-operatives for 
instance) has likewise replaced the individual as an institu- 

1. Alfred Bonn : Studies in Economic Development, Routledge & Tfwg ft n 
Paul, London. 

2. E. Lipson : The Growth of English Society, London, 1949, 
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tion for promoting enterprise and getting things done. Modern 
notions of an economically progressiTe society insist that 
each member of the society has the same clearly defined 
rights and obligations. The purposes of snch a society can 
hardly be served by social and economic institutions which 
seek to perpetuate economic privileges and gross inequality 
of opportunities and incomes. The building up of a Welfare 
State cast in the mould of a ‘socialist pattern', therefore, 
involves not merely re-shaping of the economic order but also 
a re-ordering of at least those social relations which are 
relevant to the proper performance of productive and distribu¬ 
tive functions of the society. When rapid social and economic 
change is desired, such transformation cannot be allowed to 
wait on the passage of time. 

When we evaluate the performance of the economy, and 
analyse our experience during the period of the two Plans, it 
becomes obvious that what has retarded our progress was not 
so much the possible flaws in the formulation of programmes, 
or even the insufficiency of resources, as the lack of effective 
instruments for implementation and the inadequacy of the 
channels through which the impulses for planned development 
had to flow. Broadly speaking, the success of Plans depend, 
to a larger extent, on the successful development of institu¬ 
tions, both for the purpose of the formulation of Plans and 
for their execution. The problems of planning in the next 
phase of development are not related in the main to the 
formulation of fresh objectives and priorities or of general 
proposals for institutional and other changes to the social 
and economic structure. It is primarily to the problems of 
implementation that attention and energies have to be 
directed. 

Responsibility for Implementation : The responsibility 
for implementation has to be shared at all levels. At the 
Stage of planning the validity of each anticipation must be 
tested and there should be an assuranoe that what is being 
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proposed, would be feasible in normal conditions. The 
prevailing outlook of the people and the climate of public 
opinion affect the progress of the Plan vitally and in 
numerous ways. The responsibility devolves upon the 
leadership in the country to ensure a proper climate of 
confidence and co-operation without which a national under* 
taking of this magnitude cannot succeed. The people have 
to be made aware of their all-pervading role in the fulfilment 
of the tasks which the nation has embarked upon. Their 
participation in various stages of planning and execution has 
thus to be secured and the fullest scope must be provided 
for the play of their initiative and the growth of leadership 
and mutual co-operation in this performance of social as 
well as economic functions, in the rural and the urban 
communities, all over the country. The field organisation 
will have to shoulder the responsibility of working with the 
Oovernment in creating public opinion in favour of the Plan 
and mobilising public support for the fulfilment of its 
financial and physical targets. 

The Co-operative Approach : Certain facts and 
considerations determine our approach to the re-organisation 
of the existing institutions. The dearth of financial resources^ 
internal as well as external, and the strict limits on deficit 
financing imposed by the existing conditions, make it 
imperative that arrangements should be made for augmenting 
and mobilising manpower and material resources to tbe 
maximum extent possible. Given the resources, it is not so 
difScult to implement a plan of industrialisation. We can 
develop the means for creating a suitable organisation for 
setting up and running large industrial undertakings. The 
organisational effort needed for engaging the vast mass of 
the people, however, in new activity and raising the level of 
eflSciency of their existing activities has indeed to be on a 
tremendous scale. Every agency which is capable of making 
some contribution towards this will have to be enlisted and 
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ib is only on the basis of the utmost exertion on the part of 
all in a co-operative and disciplined manner that vre may be 
able to approach the tasks set by the Third Five-Year Plan 
with an amount of assurance. Co-operation in all its aspects 
has therefore to be the key word in all our dealings. The 
opportunities for fruitful co-operation are unlimited. These 
possibilities have to be explored with faith and patience on 
the part of all and in a spirit of understanding and accom¬ 
modation. Our performance on the agricultural front and 
the measure in which we succeed in raising an adequate 
supply of food and raw materials may, in the present circum¬ 
stances, be regarded as crux of our problems of economic 
development. The institutions through which the village 
community—the farmers, artisans and the landless labourers 
—functions are therefore invested with the highest importance. 
The force and significance of the co-operative approach have 
to be appreciated in this context. A co-operative structure has 
to be built up to h\crease the strength and cohesion of the 
village community^ in order to make the best use of the 
resources available to it, both for raising its own level of 
economic and social well-being in terms of employment as 
well as the living standards and to ensure that the wheels 
of the nation’s progress move smoothly and fast. The forms 
of co-operation which are to develop will be dictated by the 
needs and the circumstances of the people and not by 
extraneous considerations. 

Democratic Decentralisation : Planning does not deal 
with philosophical abstractions or mere statistics ; it is also 
not an end in itself. Unless Plans show an understanding 
and recognition of the aspirations of the people, they are 
bound to fail. Working at the grass roots is the surest 
guarantee of the day-to-day adjustment to the needs and 
aspirations of the people. The often flabby muscles of 
community and individual responsibility will never be invigo¬ 
rated unless the people and the institutions &miliar to them 
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are actively associated with the implementation of eoonomio 
and social policy. Success can come only through a leader¬ 
ship in which the people, not in the mysterious aura of distance 
but under the revealing and commonplace light of proximity and 
familiarity, have confidence. Where individuals at the location 
of action make the necessary decisions controlling activities, 
quicker and bebter decision can be made. People on the spot 
can rapidly take account of changing factors ; when they are 
allowed initiative and also the use of means they understand 
better than the often less-understood or less^accepted means 
imposed on them, their motivation is more compelling. 

The trend of thinking in the country has thus moved 
more and more in the direction of decentralised administra¬ 
tion through democratic institutions. The working of tho 
two Plans has revealed that tho vital task of building 
democracy from below is not proceeding as wanted ; our 
attention has been drawn by the Committee headed by Shri 
Balwant Bai Mehta to the apparent inadequacies in the 
traditional units of our local government for the new tasks 
of the Welfare State. On an increasing scale resources and 
functions must be transferred to the institutions at the 
village, block and the district level. Panchayats have to be 
properly equipped and organised so that they become a vital 
and dynamic body to undertake growing responsibilities. It 
should enable the local inhabitants not only to participate 
actively in local development works but also to learn how 
democracy works in a context that is not too wide and too 
complex for them to understand. 

The Community Development organisation should not be 
thought of as something apart from these people's agencies. 
Its success has to be measured in terms of the fulfilment of 
the programmes and targets for these areas and the degree 
of healthy development of these agencies. It is only in a 
set-up of this kind that targets can be framed in terms of 
responsibility of the basic units, the village and the family. 
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Control of Distribution : In the sphere of distribution, 
too, problems have to bo faced which are of fundamental 
importance for the success of plannini;;. The calculations of 
the Plan, both for resources and outlays, assume a certain 
stability of the price level. Wide fluctuations in price level 
must expose the economy and the life of the people to severe 
strains and jeopardize the interests of planned development. 
Planning to be really effective must stretch the resources 
und draw out the potentialities of the nation to the utmost 
limit. To make this possible, financial outlays have to be 
incurred on a larji^e scale. The enlarged incomes which thus 
arise, exercise a pressure on the available supplies, creating 
the hazards of an inflationary rise in prices and of increase 
in speculative activity. In the early phases of planning, 
particularly when every intensive effort is being made to 
arrive, as early as possible, at a self-sustaining stage in 
•economic development, it is not easy to maintain the desired 
equilibrium between supply and demand. In the matter of 
agricultural production which is still subject to the vagaries 
of the seasons to a considerable extent, shortages may occur 
on account of a crop failure, leading to serious disturbance 
in the price level. If the cost of living rises as a conse¬ 
quence, demand for wage increase follows and the inflationary 
trends are further accentuated. These situations have been 
encountered in the past and various types of controls have 
been devised. These controls may be more or less stringent 
depending on the condition of the period. Certain basic 
mechanisms have to be developed which may place the 
community in a short strategic position in relation to the 
anti-social elements, the speculator or the parasitic middle 
traders for instance, who are bent on exploiting the difficul¬ 
ties of the farmers and consumers. In this matter, the policy 
of State trading should place a powerful instrument in the 
hands of the Government. In the scheme of State trading, 
it is not so much the administrative machinery of thie 
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Government as the co-operative marketing organisations 
of producers in the villages and consumers co-operatives 
in the towns and cities which constitute the main agencies 
for carrying out the programme. The aim of institutional 
changes in the rural areas should be to retain the surpluses 
which are now squeezed out of this sector at three points : 
money-lenders’ interest, rent and middle traders' profit. 

Administrative Reforms : While a great deal of 
attention has recently been devoted to the eicamination of 
the administrative apparatus of the State and while on the 
whole they have dealt with routine administration in a way 
which does not arouse too much discontent or lead to too 
much delay, the administrative machinery cannot be said to 
have been fully geared to the vast and complex task of 
implementing our series of Plans. Administration has to be 
made more intelligible, the administrators have to change 
their outlook, and initiative has to be developed from below.. 
Unlike old administrators, called upon to execute laws 
conceived in the White Hall as automatons. Government 
ofScials in today's India must be charged with a creative 
sense of building the country. The officers must be carefully 
chosen and should be properly oriented to the demands of 
their new assignments. They should approach their task in 
a spirit of humility and critical self-evaluation. In short, 
the *new administrators' must get out of the bureaucratic 
rut and develop pioneering spirit, humility and a will to* 
learn. They have to become social welfare officers entrusted 
with the task of serving the people rather than on discharging 
routine administrative functions. An economic plan is never 
BO technical that its essentials cannot bo explained to 
ordinary people in a language that they understand so as to 
obtain from them their critical support. Some of the author’s- 
dwn friends in the All India Services—bright young people 
with a missionary zeal to serve the country and its people— 
have appreciated this aspect of their task right from the 
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beginning of their career. They have approached their task 
in the right spirit. One can only hope that in not a very 
distant future we shall have a band of officials—devoted, 
selfless, loyal and imbued with the right sense of values—to 
undertake the task of implementation of our Plana at the 
various levels. If the administrators in new India continue 
to be mercenary, it is because of wrong values in the 
society, illogical disparities in income and lack of intellectual 
integrity and love for work. Only a change in the educa- 
tional system and scale of values in the society can provide 
any enduring solution to this problem. 

Educational Reform : The role of education in changing 
the outlook of administrators and providing the right kind of 
human material in the new Indian context is crucial. It is 
said ''if you plan for generations, make men'*. The kind of 
human material our universities are producing today bear 
little relation to the kind of society we are trying to evolve. 
The educational system is no doubt being overhauled but more 
thorough reforms are called for and more quickly. The 
system should be function-oriented and must produce more 
technicians and skilled persons rather than desk workers ; 
it must enable the young generations to develop essential 
basic, human, cultural and social values ; it must awaken in 
them a sense of pride in our rich cultural heritage ; it must 
help them to understand their positive and essential role in 
the new social order. 

No scheme of educational reform is complete if it leaves 
out the educators, the teaching community. It is indeed 
unfortunate that teachers, professors, research workers, in this 
country are still not paid the amount of attention they 
deserve. India is perhaps the only country where those 
engaged in teaching profession or research work are ill-paid. 
It is difficult to understand how a comparatively junior officer 
in any government department can deserve more emoluments 
than a learned professor, who has devoted his whole life to 
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his profession or a bright young research worker who seeks 
to do something original, something really creative. Instances 
galore can be cited where an educationist has been forced to 
take up some other profession because of financial considerations, 
and a young scholar has given up his research work simply 
because he has not been given adequate facilities. This is an 
aspect which needs urgent attention. 

The series of five-year plans are intended to bring about 
a multi-faced change in India. But society can progress only 
when alongside development plans, the people and their 
institutions also change. The philosophy of our plans is to 
build up a society of plenty, equality and of human material 
of the highest kind. The incentives of money and other 
individual rewards will have a place in the new social set-up. 
But the motivation for social and economic activity can no 
longer be egoistic. Unless the people and the institutions grasp 
the significance of the immense social revolution we have in 
view and re-orient their functional structure and outlook, 
India’s Socialist Pattern will remain a distant objective. The 
Plan, the people and the institutions must all move together. 
Democratic socialism such as India has adopted represents a 
profound emotional stimulus and the right kind of ideology 
that can enthuse the Indian masses and set them to exert 
themselves in organising a new way of life that will 
include not only India's traditional values and newly acquired 
democratic freedom, but also the standard of national comfort 
which their brethren have in other free societies. 
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